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Philadelphia Magazine has

recognized Willow Financial Bank as the

“Best Neighborhood Bank” in 2007.
Headquartered in Wayne, PA, Willow Financial
Bank has the team, the resources and the
sophisticated products to compete with any
bank in the region. To see what WillPower is
worth, visit www.wfbonline.com or call

Willow Financial Bancorp, Inc. is the holding
company for Willow Financial Bank, a growing
community bank in southeastern Pennsylvania
with approximately $1.5 billion in assets.

With 29 convenient offices, Willow Financial
Bank has a substantial community presence in
Bucks, Chester, Montgomery, and Philadelphia
Counties — some of the fastest-growing
communities in Pennsylvania.

The bank provides a complete line of products
and services, including: retail banking, business
and commercial banking, cash management,
wealth management and investments. Our
relentless focus on customer service caters to
the distinctive needs of consumers and small
business owners, in addition to sophisticated
commercial clients and high net-worth
individuals.
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In fiscal 2007, Willow Financial Bank focused on building and refining its growth platform while navigating
an extremely challenging banking environment. During the year, we accomplished a great deal of hard
work necessary to reinforce our sales-focused culture, build sales processes that drive the right results from
our customer-facing banking professionals, develop or acquire an expanded array of value-added products
and services, and continue to build the right team to provide exceptional service for our customers and our

This has been a highly productive year, and | am pleased with the progress we made during the year
despite the challenging macroeconomic landscape. All told, we exit the year well-positioned for growth
and in sound financial condition.

Several factors impacted financial results this year, including an inverted yield curve, which compressed net
interest margins, an intensely competitive market for banking services from traditional competitors as well

as non-bank sources, and higher non-interest expenses as we continued to build the
sales and marketing infrastructure which is designed to drive the Bank’s long-term results.

For the 2007 fiscal year, net income was $8.4 million, or $0.55 per diluted share, down
from $11.1 million and $0.77 per diluted share, respectively, in fiscal 2006. Net interest
income after provision for loan losses was $44.4 million, down from the prior year.

Loan growth was constrained by a residential construction market that cooled off
after several years of dramatic growth, and more intense competition from conduit,
non-bank institutions for commercial real estate loans further impacted this key
end market in the latter half of the year. In addition, the inverted yield curve put
added pressure on our ability to generate net interest income growth.

On the liabilities side of the balance sheet, Willow Financial Bank was able to
succeed in a highly competitive market for depositors. Core deposits during
the year grew 5.8 percent from $717 million to $758 million. At the branch level,
we worked hard to instill a new culture that seeks to forge deeper relationships
with our best depositors, not to just opportunistically grow deposits based on
rate. As a result, we successfully aligned our customer base towards longer-term,
relationship-based customers.

Non-interest income increased 63.4 percent to $12.5 million, driven by increased fee-
based income, income from newly-acquired aperations such as our BeneServ benefits

insurance firm, and one-time gains from the sale of OREO assets and the unwinding of an interest rate corridor.
Operating expenses increased 20.5 percent during the year to $45.1 million, offsetting this higher fee income.

We also took several steps to strengthen the credit quality of our loan portfolio in recognition of a
tightening credit environment and economic headwinds. We completed the sale of $6.5 million of non-
performing assets, and booked $653,000 of loan loss provisions due to growth in the loan portfolio and the
deterioration in the financial strength of certain borrowers.

As a result of these proactive steps, our asset quality measures improved across the board:
* Nonperforming assets to total assets declined to 0.25 percent, from 1.0 percent last year.
* Allowance for loan losses to nonperforming loans coverage was 317 percent, an improvement
from 106 percent at the end of fiscal 2006.
* Loans delinguent 30 days or more improved to just 0.71 percent of total outstandings,
compared to 1.12 percent last year.

+ Willow Financial Bank name is introduced
* NASDAQ bell-ringing kicks off a new era » Remote Deposit Capture introduced

* New business checking account introduced * Business Bill Pay added

September 06 December 06

» Friendly new look 1o customer statements
+ www.wibonline.com launched
+ New customer bill pay features
= 1-800-NEW-WILLOW launched

* Bank named a Preferred Lender by SBA




As discussed in Management's Report on Effectiveness of Internal Controf Over Financial Reporting
included in our Form 10-K, we determined that our internal control over financial reporting contained
two deficiencies which constituted material weaknesses in the Company'’s internal control over financial
reporting as of June 30, 2007. We have corrected the results previously reported for fiscal 2007 and have
instituted a plan of remediation designed to ensure that the identified deficiencies do not recur in the future.

We regret that we are reporting these deficiencies in our internal controls as of the end of the fiscal year. However,
we are confident that we have identified the problems and have designed and implemented an appropriate
remediation plan. We have instituted significant enhancements in our operations and oversight during the
past 18 months, and we will be even more vigilant in the future to maintain your confidence. Rest assured,
however, the Bank remains a well capitalized institution and the Company's financial footing is strong.

Building a Better Business Platform

Our overriding strategic objective during fiscal 2007 was to refine our product portfolio and go-to-market
strategy to differentiate Willow Financial Bank from a crowded field of competitors.

Mission accomplished. We enhanced our capabilities with new lines of business and a strong array of
products, solidified our market position with a powerful new brand, and completed the build-out of our
professional sales team with the addition of several talented professionals.

Our efforts to diversify our revenue sources and supplement fee income were highly successful during

the year. In just one full quarter under the Willow Financial umbreila, BeneServ—the employee benefits
insurance company we acquired during the third fiscal quarter—delivered over $600,000 of fee income, or
$0.01 per diluted share after tax. In addition, cross-selling activity between our respective sales forces was strong.

Our new mortgage banking team, hired in the fourth quarter, closed over $20 million of agency-quality
mortgage loans in just two months, and had a strong transaction pipeline at year-end. Willow Financial
Bank’s mortgage group is well-positioned to continue driving loan growth and fee income as the

industry continues to consolidate. With the turmoil in the mortgage industry and the shakeout of weaker
competitors, the Willow Financial Mortgage Banking team showed its resourcefulness when a major player
abruptly exited the business, and left several good local borrowers with no funding just hours before
closing. The Willow team acted quickly, and closed five high-quality loans within 24 hours. This is the can-do
attitude we expect from all of our sales professionals, and it can lead to winning new clients for life.

Willow Financial Bank has long been known for its innovative trust and investment management operations,
and in fiscal 2007 we generated great results from this operation. Investment services income increased
26.1 percent during the year, to $3.3 million.

Most irmportant, during the year we refined our go-to-market strategy by segmenting our customer base
and product set so that we can more effectively bring new customers into the Willow Financial fold. This
initiative provided a clear, easy-to-understand roadmap for all Bank personnel to cross-promote our
investment services, and helped us align our wealth management resources with customer needs where we
could most effectively differentiate our products and services.

- The Community Plus non-profit program announced w. I I
- Added Middle Market lendin
» New Feasterville branch opens ’____I ow capabilities
« Philadelphia Corporation for Investment Services INVESTMENT « SBA Patriot Express loans off
rebranded Willow investment Services SERVICES™ to military veterans and spol
March 07 June 07
« BeneServ acquired ‘s Named Phila,
« New residential mortgage group formed Best of Philly

- Pre-approved mortgages rolled out to facilitate
the home-buying process for customers
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We compete with over 300 financial institutions in our banking footprint, and it is imperative | s1.o00.000

that we provide the customer with a distinct competitive advantage for Willow Financial $800,000 : '
Bank. With this as a backdrop, we introduced The Private Bank for Business, taking $500,000 F '
| .
o T

our relationship to a new level. Customers are invited to experience all Bank resources
through an integrated team that addresses each business owner’s needs seamlessly,
from his or her business, to the family, to one’s estate. Underpinning this initiative is the
local decision-making that our customers have come to expect, perhaps the single most R
important competitive advantage in a marketplace where our major competitors are often
headquartered hundreds of miles away.

$400,000

$200,000

$1,200,000 Deposit Growth
Rollary in Theveandal

For retail customers, no honor could more appropriately highlight our competitive
advantage for customers than Philadelphia Magazine naming us “Best Neighborhood

$1,000,000 R .

Bank.” This is a coveted award, and | could not be more proud that we won it in the face $800,000
of such stiff competition. In its “Best of Philly” issue, Philadelphia Magazine said of Willow

Financial Bank, “What keeps thrifty savers storming the vauits of this almost-100-year-old $600.000 _ '

r' 1

[

institution are its great rates and that rarest of species: friendly, caring tellers who actually

. . . N $400,000
remember who ... you are.” High praise for our retail team indeed!

$200,000

Positioned for Growth !

Moving forward, our objective is to translate this hard work into sustainable earnings
growth. We're off to a good start in this regard. As we exited fiscal 2007, we saw good loan | s1,200000
growth and core deposit growth. In fact, in the fourth quarter, loans {excluding real estate
loans and nonperforming loans) and core deposits grew at an annualized pace of 11.5
percent and 11.0 percent, respectively—quite a healthy rate.

$1,000,000

$800,000

At the same time, approximately $900,000 of expenses incurred in fiscal 2007 in association | sssc.000
with the rollout of our new integrated brand will not recur in fiscal 2008, This should deliver
an improvement on the bottom line. In addition, we are intensely focused on expense

control as we commence the new fiscal year. We are also closely monitoring the pricing $200,000
environment on the assets and liabilities sides of the balance sheet to maintain or improve
our margin.

$400,000

Recognizing that the challenging banking environment had a negative impact on our valuation in
fiscal 2007, the Willow Financial Bancorp Board of Directors approved several steps to return capital to
shareholders. This includes the authorization of a five percent stock buyback program, as we believe our
stock price does not fully reflect the earnings potential of our franchise. Additionally, to reward our loyal
shareholder base, a five percent stock dividend was paid. in addition, several of the Bank's executives—
myself included—personally invested in Willow Financial Bancorp stock, demonstrating our commitment to
increase long-term shareholder value.

In conclusion, our focus for fiscal 2008 is to energize the Bank’s earnings and deliver on the promise of our
franchise. | am extremely proud of all our employees’ hard work this past year, We achieved solid results in a
tough environment, and we continue to work hard to add shareholder value.

I thank each of you for your support this past year, and look forward to sharing our success with you as fiscal

2008 unfolds.
Sincerely,

Donna M. Coughey

President and CEQ
Willow Financial Bancorp, Inc.

THe PRIVATE BANK FOR BUSINESS
* The Private Bank for Business launched

___September 07 N

ne's * Grand opening of the Oxford branch
orhood Bank 2007
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At Willow Financial Bank, a key to our growth strategy is to highlight every single interaction with
our customer as an opportunity to provide exceptional service and build a stronger, deeper, richer
relationship. We want our customers to view us as an enabling partner who can provide solutions for
their financial needs, not simply one of many vendors to be shopped for price. This encompasses
three key areas where we have made a significant investment in fiscal 2007: employee training,
technology and infrastructure, and new product development.

Our significant investment in sales training programs is designed to ensure that all employees are
cross-trained and have the tools necessary to bring the full resources of the Bank to bear in every
customer interaction. At the same time, our investment in employee training helps us to prevent
mistakes that can affect a customer’s relationship with us.

“Willow Financial does an impressive job of focusing in on its clients, not only with improved rates as a customer’s book
of business grows, but also with increased philanthropic investment for non-profits like the Brandywine Health Foundation.
Willow has built on its initial involvement in our annual Strawberry Festival and Garden Party — two of the largest
fundraising events in Chester County — to contributing to the new Brandywine Health & Housing Center — the first major
development in downtown Coatesville in more than 30 years.”

Dana M. Heiman, CFRE
Vice President for Development & Communications, Brandywine Health Foundation

Investing In Our Neighbors

Organizations across Bucks, Chester, Montgomery and Philadelphia Counties have benefited from
our support. This year, Willow Financial served as a sponsor of Abington Memorial Hospital’s June
Fete Village Fair. The Fete, a staple of the community since 1914, is the primary fundraising event for
one of the largest not-for-profit hospitals in Pennsylvania.

Inter-Faith Housing Alliance located in Montgomery County is a non-profit organization run by
volunteers and a small staff. The support that Inter-Faith receives from companies like Willow
Financial Bank is vital. We are proud to support Inter-Faith’s mission of providing shelter, life-skills
guidance and temporary housing to area homeless.

As we grow with new branches (Oxford and Feasterville) and new lines of business, we are committed
to our investment to the communities. We have held steadfast in this promise for years not only
because it is good business for the Bank, but because it is the right thing to do for the community.

PLOONLNY
ngtoniMemor) ospatal June Fete & Village Fair As a company, Willow Financial
BenjaminiWilson Senior ( Center + Brandywine Health and Wellness Foundation Bancorp, Inc., supports all
Suburban Horsham and Willow Grove Chamber of Commerce employees as community leaders.
Chest?r Coupty Champer of Business and I{\dustry » City ?f Hopt.e . In addition, Willow Financial Bank
Coatesville Police Athletic League * Community Volunteers in Medicine
Downingtown Area Senior Center ¢ Feasterville Fire Company _ branches extend the reach of the
Willow Grove Rotary Club « Montgomery County Assaciation for the Blind Company to the communities it
North Penn Business Association * Qur Lady of Good Counsel Schoo! serves to actively support a number
Strawberry Festival and Garden Party * YMCA of the Brapdywine Valley g f valued This list t
Willow Grove Community Development Corporation OT valued causes. s 1S repre?en s
only a small part of the foundation

Willow Financial has laid in the
Delaware Valley.

CHESTER




Willow Financial Bank offers its customers highly advanced delivery systems to assure speed and
accuracy of transactions and processes:

*» Rapid, local decision-making for consumer and small business loans.

* Willow Financial’s mortgage banking team is able to make
decisions in as little as 72 hours for agency-quality loans.

* The Willow Financial Service Center for Business ensures
sophisticated back-office processing and support for cash
management and electronic banking needs.

¢ And our unified business bill pay plattorm, introduced in
2007, provides our online banking clients with quick
web-based access to their accounts.

Bill Sands, Vice President of Loan Servicing and Willow Financial
Bank's CRA Officer, speaks with Jody Giardina, Senior Vice
President of Association Services for the YMCA of the Brandywine
Valley about the organization's 115th anniversary of serving the
youth of Chester County.

At the same time, Willow Financial Bank’s deep investment in wealth management elevates

our product offerings and enables us to provide customers with highly customized solutions,
personalized service, and a broad-reaching investment strategy that is tailored to their unique
financial situation. Unlike thrifts of old, Willow Financial offers a sophisticated investment
management team to each customer relationship, including trust and custody services, estate and
tax planning, and business succession planning.

However, no amount of preparation takes the place of the intangibles: a kindly smile; an
empathetic ear; and good personal knowledge of the customer and his/her family, business, or
interests. It's this personal attention that really differentiates Willow Financial, its employees, and
its products and services. This is precisely the mindset behind our extraordinary focus on the
customer that helped Willow Financial Bank win recognition as Philadelphia Magazine's Best of
Philly-Best Neighborhood Bank 2007.

Financial Highlights

I June 30 2003 2004 2005 2

Fotal assets $845,124 $921,592 $959,255 $1,576,060 $1,550,334

Loans receivable, net 413,799 524,189 584,187 1,063,882 1,036,098
1

Peposits 586,643 603,115 602,678 1,018,380 1,093,055
Net interest income 27,699 25,554 30,930 49,292 45,005

Net income 7.489 6.111 6,726 11,076 8.395
Tangible equity to tangible assets 13.529% 11.07% 11.19% 6.09% 6.65%

{Doliars in Thousands)
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Willow Financial Bank’s new integrated brand was launched in
fiscal 2007 alongside a new call-to-action for Bank employees
and customers alike — See What WillPower Is Worth. This
powerful new tagline was an invitation to customers to
experience Willow Financial Bank's
tenacious customer service to help them
to achieve their financial objectives. In
fiscal 2007, our employees provided a

2 commercalRaalBsae- | | \woyrking case study of this mission in

Invesimant

Loan Portfolic

B8 » Commercial Roal Estata-

T Cwner Occupied action,

In our Retail Banking group, WillPower means knowledgeable staff -
experienced branch managers who have the business acumen to operate
their branches as highly-effective customer service centers. |t means
local decision-making authority when funds are needed to buy a car or to
finance a new business venture...and it means a steadfast commitment to
financing the home ownership dreams of our customers.

Within our Business Banking team, WillPower delivers a cohesive, holistic
view of the customer's banking relationship. Lenders are intensely
cross-trained to be knowledgeable, consultative providers of a variety

of financial services that meet a broad range of banking needs, while
developing a richer relationship with each customer.

Deposit Portfolio

WMMDA

B Savings

W Certificates
01 DDANOW

This is a true win-win, as the customer benefits from our 360-degree
banking approach to customer relationship management, while the Bank is
able to provide additional banking services addressing a greater portion of
the customer’s overall financial needs.

Qur Private Bank for Business, introduced in fiscal 2007, merges best
practices from our Commercial Lending group and our Private Banking group to provide business
owners with a differentiated, upscale and complete banking relationship. From private banking,
we bring an exclusive and consultative approach to
relationship management for the owner's personal
banking needs. From commercial lending, we bring a
sophisticated product set and professional relationship
managers who quickly diagnose the business owner’s
professional needs, and tap Bank-wide resources to
deliver cohesive, cost-effective solutions to assist our
business clients and help them prosper.

Joseph Pileggi, owner of VPS, Inc., (second from right) has
utilized Willow Financial’s Private Bank for Business with the help
of relationship managers Christina Caracciolo, Vice President of
Private Banking (far left], Linda G'Connor, Vice President of Cash
Management and Tim Okonsky, Senior Vice President of
Commercial Banking.




Through our unique relationship approach to each of our business clients, we aim to form long-
standing partnerships with customers that also insulate our client
base from competitors’ more singular focus on price.

: PR e o
Tt PRivATE Bann FOR Business

tn 2007, Willow Financial supplemented its product offerings with e Fnancil Advisory that
the acquisition of BeneSery, an entrepreneurial employee benefits Empowers Your Busmess
insurance company that quickly delivered synergies with our

core business banking operations. BeneServ built a valued and

recognizable franchise with small business owners in the greater
Philadelphia region by providing a personal guarantee of excellent
service from its founder, and by going above and beyond the call in
meeting its clients’ employee benefits needs.

BeneServ's culture, customer base, and product set were a natural
fit with Willow Financial and resulted in immediate cross-selling
opportunities with the Bank's existing customer base.
The acquisition of BeneServ was accretive 10 o ey

earnings per share in the fiscal fourth quarter - Commenciat Bannine

the first full quarter after closing — and

provides sustainable momentum as we EM::)‘::(EI;'?O?:‘I:::L:::;
begin the 2008 fiscal year.

Willow,
Financial
rinancial

BANE
Sér mial WISPOWI 1 WPt

The Private Bank for Business at Work

Willow Financial Bank’s Private Bank for Business gives customers efficient access to a complete array of
financial solutions under one convenient umbrella. We approach your business with a 360-degree relationship
focus. This approach incorporates your goals with a detailed consultative process that helps our bankers
address the depth and breadth of your unique financial situation.

Joseph Pileggi is the owner of VPS, Inc., one of the premier commercial landscape companies in the Delaware
Valley. As a customer of Willow Financial Bank for more than 30 years, he is currently enjoying the advantage
of one-stop shopping and having all of his financial services covered by one group of dedicated bankers.

Mr. Pileggi holds the operating accounts for his business at Willow Financial Bank and makes use of remote
deposit capture. He has taken advantage of Willow Financial's terrific home equity rates and, in addition, he
and his wife have their personal deposit accounts and investments with Willow Financial Bank.

Banking at Willow Financial Bank is truly a family affair for the Pileggis. Mr. Pileggi's two brothers, Vince and
Tony, both have their personal and business accounts with us, just as we have called their parents our
customers - and our friends - for more than 50 years.




Directors of Willow Financial Bancorp, Inc.
& Willow Financial Bank

Rosemary C. Loring, Esquire
Chair, Board of Directors of the
Company and the Bank
President, Loring Careers, In¢.

Madeleine Wing Adler, Ph.D.
President,
West Chester University

Donna M. Coughey
President and Chief Executive Officer of
the Company and the Bank

John J. Cunningham, Ill, Esquire
Vice Chairman, Cozen O'Connor

Gerard F. Griesser
Principal, Prudential Fox & Roach/Trident

Charles F. Kremp, 3rd
Cwner, Kremp Florist

William W. Langan .
Retired, Former President and Qwner
Marmetal Industries, Inc.

Frederick A. Marcell, Jr.,

Retired

Former President and Chief Executive Officer,
Willow Grove Bancorp, Inc. & Willow Grove Bank

Robert J. McCormack
President, Marathon Business Group, LLC and
President, Murphy McCormack Business Group, LLC

James E. McErlane, Esquire
Principal, Lamb McErlane

A. Brent O'Brien
Retired, Former President and Owner, Bean, Mason & Eyer
finsurance hroker)

Samuel H. Ramsey, Il
Investment Advisor, Financial Network Investment Corporation

Emory S. Todd
Certified Public Accountant — Private Practice

William B. Weihenmayer
Real Estate Consultant

Executive Officers of Willow Financial Bancorp, Inc.

Donna M. Coughey
President and Chief Executive Officer

Joseph T. Crowley

Senior Vice President, Chief Financial Officer and Corporate Secretary

Executive Officers of Willow Financial Bank

Donna M. Coughey
President and Chief Executive Officer

Joseph T. Crowley
Senior Vice President and Treasurer

Ammon J. Baus
Chief Credit Officer

Thomas J. Saunders
Executive Commercial Sales Officer

Matthew D. Kelly
Chief Wealth Management Officer

Neil Kalani
Chief Accounting Cfficer

Rosemary C. Loring, Esquire

Independent Auditors
KPMG LLP

1601 Market Strest
Philadelphia, PA 19103-2499

General Counsel ,
Duffy, North, Wilson, Thomas & Nicholson i
1G4 North York Road
Hatboro, PA 18040

Special Counsel

Elias, Matz, Tiernan & Herrick LLP
734 15th Street, NW., 12th Floor
Washington, DC 20005

Shareholder Inquiries

For information relating tc the annual report on
Form 10-K, press releases, reports filed with the
SEC and the annual meeting of stockholders,
call Donna M. Coughey or Joseph T. Crowley at
610-995-1700 or see our Web site at
www.wibonline.com.

Common 5tock

Willow Financial Bancerp, Inc.’'s common stock is
traded on The Nasdaqg Global Select Market (NASDAQ)
under the symbol WFBC.

A Tribute to Frederick A. Marcell

It is with sincere appreciation that we thank
Fred Marcell for his outstanding leadership
over the last 15 years as a member of
Willow Financial Bancorp, Inc.'s
Board of Directors, and as
President and Chief
Executive Officer until
August 2005, We take
pride in what he has
accomplished and will
sustain that dedication
long after his retirement.
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Forward Looking Statements " o

This Annual Report on Form 10-K contains certain forward-looking statements (as deﬁned in the
Securities Exchange Act of 1934 and the regtlations hereunder). Forward-looking statements are not historical
facts but instead represent only the beliefs, expectations or opinions of Willow Financial Bancorp, Inc. and its
management regarding future events, many of which, by their nature, are inherently uncentain. Forward-looking
statements may be identified by the use of such words as: “believe”, “expect”, “anticipate”, “intend”, “plan’”,
“estimate”, or words of similar meaning, or future or conditional terms such as “will”, “would”, “should”,

“could”, “may”, “likely”, “probably”, or “possibly.” Forward-looking statements include, biit are not ltm:ted to,
financial projections and estimates and their underlying assumptions; statements regarding plans, objectives and
expectations with respect to future operations, products and services; and statements regarding future
performance. Such statements are subjecr to centain risks, uncertainties and assumption, many of which are'
difficult to predict and generally are beyond the control of Willow Financial Bancorp and its management, that
could cause actual results to differ materially from those expressed in, or implied or projected by,
forward-looking statements. The following factors, among others, could cause actual results to diﬁ'er materially
from the anticipated results or other expectation’s expressed in the forward-looking statements: (1) economic
and competitive conditions which could affect the volume of loan oniginations, deposit flows and real estate
values; (2) the levels of non-interest income and expense and the amount of loan losses; (3) competitive
pressure among depository institutions increasing significantly; (4} changes in the interest rate environment |
causing reduced interest margins; (5) general economic conditions, either nationally or in the markets in which
Willow Financial Bancorp is or will be doing business, being less favorable than expected; (6) political and social
unrest, including acts of war or terrorism; or (7) legislation or changes in regulatory requirements adversely
affecting the business in which Willow Financial Bancorp will be engaged. Witlow Financial Bancorp
undertakes no oblrganon to update these fomard-lookmg statements to reﬂect evenrs or crrcumsmnces that
occuir after the date on wh:ch such statements were made.

PART I .
Item 1.  Business e : ,

General. Effective on Sefntembcr 21, 2006, Willow Grove Bancorp, Inc. and Willow Grove Bank
changed their names to Willow Financial Bancorp, Inc. and Willow Financial Bank, respectively. As
contained herem references to the Company include both Willow Financial Bancorp, Inc. and Willow
Grove Bancorp, Inc, and referencis to the Bank include both Witlow Financial Bank and Willow Grove
Bank: Coincident with the name change, the Company’s trading symbol on the NASDAQ Global Select
Market was changed from “WGBC” to “WFBC”. ' e ’

- Willow Financial Bancorp, Inc. (the “Company”), is a Pennsylvania corporation and parent holding
company for Willow Financial Bank (the “Bank”). The Company operates out.of its Corporate
Headquarters and operations center currently located in Wayne, Pennsylvania. The Bank, which was.-
originally organized in 1909, is a Federally chartered savings bank and wholly owned subsidiary. of the
Company. The Bank’s business consists primarily of making commercial business and consumer loans as
well as real estate loans, both commercial and residential, funded primarily by retail and business deposits
along with borrowings obtained from the Federal Home Loan Bank (*FHL ”) of Pittsburgh, or
borrowings obtained from third parties through repurchase agreements. The Bank operates a branch -
banking network consisting of 29 full-service offices which are located in neighboring Chester County,
Montgomery County and Bucks County, Pennsylvania, as well as Philadelphia.

After the close of business on August 31, 2005, the Company completed its acquisition of Chester
Valley Bancorp Inc. (“Chester Valley™), a registered bank holding company headquartered in -
Downingtown, Pennsylvania, with over $636 million in assets. Chester Valley-had two wholly owned
subsidiaries, First Financial Bank, a Pennsylvania chartered commercial bank (“FFB™) with 13 full-service
banking offices, and'Philadelphia Corporation for Investment-Services, a registered investment advisor and




broker dealer (“PCIS”). Pursuant to the Agreement and Plan of Merger, dated as of January 20, 2005 (the
“Merger Agreement”}, Chester Valley was merged with and into the Company, with the Company as the
surviving corporation (the “Merger”), and FFB was merged with and into the Bank with Willow Financial
Bank as the surviving bank (the “Bank Metrger”). PCIS, doing business as Willow Investment Services
(“WIS”) since March 2007, now operates as a business segment of the Company. As a result of the Merger,
each outstanding share of Chester Valley common stock, par value $1.00 per share (the “Chester Valley
Common Stock”), was, converted into the right to receive, at the election of the shareholder, either $27.90
in cash or 1.4823 shares of Company common stock par value $0.01 per share (the “Company Common
Stock”) subject to the allocation and pro ration provrsrons set forth in the Merger Agreement. The
acquisition resulted in the Company s issuance of an aggregate of 4,977,256 shares of Company Common
Stock and $51.0 million in cash, resulting in a total merger consrderatlon paid for Chester Valley Common
Stock of $145.3 million. Thls included capitalized acquisition costs and the value of Chester Valley vested
stock options which were converted to options of the Company The Company used general corporate
funds to pay the aggregate cash consideration of approximately $51.0 million for the shares of Chester .
Valley Common Stock acqurred in the Mcrger for cash, as well as the approximate $3.2 million in
acquisition costs.,

The Merger has been accounted for tising the purchase method of accounting, which requires that our
financial statements include activity 6f Chester Valley only subsequent to the acquisition date of
August 31, 2005 Accordingly, our tonsolidated financial statements and the information herein include
the combined results of Chester Valley and its former subsrdranes, FFB and PCIS, since -
September 1, 2005 '

The Company believes the Merger enhanced its franchrse vajue through the addition of 13 branch
locations in the growing and affluent county of Chester County, Pennsylvania. Additionally, the Company s
existing customers have benefited from additionai products offered by Chester Valley, which were not
being offered previously by the Company.

Effective February 28, 2006, the Company completed the sale of all outstanding shares of caprtal stock
of WIS, formerly PCIS, to Uvest BD-A, Inc., a North Carolina Corporation and registered broker-dealer
(“Uvest™) for considération of $100 but prowdmg that sich shares may be repurchased for $100-at any
time after the closing date of the stock salé. Concurrently with the exécution of the sale of WIS, the’Bank
and Uvest entered into a related Sub-Clearinig and Brokerage Services Agreement, which provides that an
affiliate of Uvest provides securmes clearing and certain supervisory and compliance services for WIS, and
a Findncial Services Agreement between WIS and the Bank which provides that the Bank will be entitled -
to 90% of the revenue generated by the securities brokerage and investment advisory activities conducted”
at WIS and will bear substantially all operational and overhead expenses. Upon consummation of the sale
of WIS stock to.Uvest, WIS is no longer a subsidiary of the Company. However, under the provisions of
Financial Accounting Standards Board Interpretation No. 46R, “Consofidation of Variable Interest
Entities”, the results of WIS continue to be consolidated in the Company’s financial statements. The
affiliation agreement with Uvest has the primary effect of relieving WIS of direct responsibility for
securities clearing and certain back-effice and oversight obligations.

On March 30, 2007 the Company comp[eted its acqursmon of BeneServ, Inc. (¢ BeneScrv”) fora
purchase price of up {0 $5.5 million'in cash. The purchase price includes a payment of $4.2 million at
closing plus an additional amount up to $1.3 miltion in payments through the three-year anniversary date
of the acquisition, subject to the achievement of certain performance thresholds. BeneServ is an insurance
agency serving the corporate employee benefit market segment. BeneServ and the Company share a target
market in small businesses located in Chester, Montgomery, Bucks, and Philadelphia counties,
Pennsylvania, thereby providing.a number of cross selling opportunities for both companies. As of June 30,
2007, based-on the preliminary purchase price allocation, the Company recorded goodwill and other
intangibles of $4.5 million on the statement of financial condition as a result of this acquisition.

v




References to Company include its consolidated entities, Willow Financial Bank, the Bank’s
subsidiaries, and WIS, which is a separate business segment, unless the context of the reference indicates
otherwise.

In recent years, the Company’s business plan has focused on the following primary goals—changing
operations to a full-service community bank and continued steady growth while maintaining a high level of
asset quality. Until the acquisition of Chester Valley, the growth was accomplished through internal means.
To the extent that additional acquisition opportunities present themselves and are deemed prudent by the
Company's Board of Directors and management, additional acquisitions of financial institutions will be
considered to further enhance shareholder value. The Company also will consider adding additional de
novo Bank branch offices to enhance its presence in its existing geographic network.

The Bank’s customer deposits are insured to the maximum extent provided by law, by the Federal
Deposit Insurance Cdrporation (“FDIC”) through the Deposit Insurance Fund (“DIF”) The Bank is
subject to examination and comprehensive regulation by the Office of Thrift Supervision (“OTS") and is
also regulated by the FDIC. The Bank is also subject 1o reserve requirements established by the Board of
Governors of the Federal Reserve System (the “Federal Reserve Board” or “FRB"), and is a member of
the FHLB of Pmsburgh one of the rcglonal banks comprlsmg the Federal Home Loan Bank System.

The Company’s executive offices are located at 170 South Warner Road, Wayne, Pennsylvania, and its
telephone number is (610) 995-1700.

Available Information

The Company fites annual, quarterly and special reports, proxy statements and other information with
the Securities and Exchange Comrmssmn (“SEC™). Our SEC filings are available to the’ public at the SEC'’s
web site at http: /fwww.sec.gov. Members of the public may also read and copy any document we file at the
SEC's Public Reference Room at 100 F Street, N.E., Washington, D.C. 20549. You can request copies, of
these documents by writing to the SEC and paying a fee for the copying cost. Please call the SEC at
1-800-SEC-0330 for more information about the operation of the public reference room. In addition; our-
stock is listed for trading on the Nasdaq Global Select Market and trades under the symbol “WFBC”. You
may find additional information regardmg Wlllow Financial Bancorp, Inc. at www.nasdag.com. In addition
to the foregoing, we maintain a web site at www.wfbonline.com. We make available on our Internet web
site copies of Willow. Financial Bancorp s Annual Reports on Form 10-K, Quarterly Reports on
Form 10-Q, Current Reports on “Form 8-K and any amendments to such documents as soon as reasonably
practicable after the Company files such material with, or furnish such documents to, the SEC.

Market Area and Competltmn o . . ,

The Bank’s prlmary market area includes Bucks, Montgomery, Chester and Philadelphia Counties in
Pennsylvama To a lesser extent, the Bank provides services to areas of Delaware, Berks and Lancaster
Counties, Pennsylvania as well as central and southem New Jersey and the state of Delaware,

The Bank’s direct competition-for attracting'deposits and originating loans has historically come from
savings.associations, other savings banks, commercial banks and credit unions. The Bank faces additional
competition for deposits from short-term money market funds and other corporate and government
securities funds, mutual funds, and-other non-financial institutions such as securities brokerage firms and
insurance companies. The Bank competes for loans and deposits through competitive interest rates,
maturities and fees as well as providing quality service to its customers,
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. Lending Activities

Employees® - : : : '

The Company had 374 full-time employees and 44 part-time employees at June 30, 2007. None of these -’
employees are covered by a collective bargaining agreement and the Company believes it enjoys good relations "
with.its personnel. , .

! ' v ' f)
.Loan Portfolio Composition.. The foltowing table sets forth the composition of the loan portfolio as of .
the dates indicated. This data does not include single family loans classified as held for sale which amounted to
$8.1 million, $2.6 million, $1.8 million, $1.1 million, and $5.3 million at June 30, 2007, 2006, 2005, 2004, and-, ,
2003, respectively. i

r g . . . [

June 30, 2007 - June 30,2006 . June 30, 2005 June 30, 2004 June 30, 2003
) . Percent of Percent of . Percent of Percent of . Percentof |
Amount Total Amount total ' Amount total ' Amount total Amount- tolul '
. \ B \ T s (Daollars in thousands) . R Lo
Mortgage loans: s
Single-family . . ... .. § 273247 26.08% 5 298309  27.59% 8202942 3434% $181,049  34.15% SINB821  31.40%
Commercial real estate . . - e
and multi-family . 316681 30.23 326268 3016 174920 29.60 180,881 3412 155892 37047
Construction. . . . .. i 93,180 .89 H2774 1042 86,658 1466 57014 1075 36,191 862 5.7
Home equity. ... .... 272,295 _26.00 259,119 2396 100,805 _17.06 91848 _17.32 72990 _17.39
Total mortgnge loans, . .. . 955,403 91.20 996,67¢  92.13 565325 9566 510,792 9634 396,894 9455
Consumer loans . .. . . .. 917 037 4304 040 2106 036 1678 032 234 035,
Commercial business ' ' ! *
2 88274 843 80,815 _ 7.47 23,492 398 17686 _ 3.34 20549 _ 4.90
Total loans receivable ... 1047594 10000% 1081789 10000% 590921 100.00% 530,56 100.00% . 419767 , 100.00%
Allowance for Ioan '
e (220 (16,737 (6,113} (52200 . . (53D
Deferred loan cos:(racs) n4 L7 __ (623) ‘ 47) 656
Loans receivable, net. - 1,036,098 ° 31,063,882 1,584,187 w5589 . . 3413799
—_——— 1 _ ] _———
Contractual Principal Repayments and Interest Rates. The following table sets forth scheduled T
contractual amortization of the loan portfolio at June 30, 2007. Demand loans, loans having no schedu]e of
repayments and no stated maturity and overdraft loans are reported as due'in one year or less. © *° LOEIEE

L f LT
S . At June 30. 2007, the nmount due within , ;
more than  more than  more than  more than
1 year or 1 year to 3yearsto ' Syearsto 10yearsto morethan - Yoo
v less 3 vears 5 vears 10 years 20 vears .  , 20 years Total .
(Dollars in thousands) .
Mortgage loans: o !

Single-family and horhe . ' "

equity ...l $ 1,142 $11,239 $20,820 $ 73,926 §234, 193 $204 222 $ 545,542
Commercial real estate ' )
and multi-family ... ... 5068 33,675 . 27,125 174312 72, 238 4,262I < 316,681
Construction......... . 51,535 32,025 9,620 — — — 93,180
Total mortgage loans . . . .. .. 57,746 76,939 57,565 248,238 306,431 208484" 955 403
Consumer................ 96 1,138 884 1,435 154 ° 210 3,917
Commercial business. .. .... 14,556 .18,729 12,750 24,323 2,886, . 15,030 .. 88,274
Total ....... e e $72 398 $96,806 - 571,199. $273 996 $309.471 $223 724 $l 047 594

Lt ' - v

Of the $975.2 million of loan principal repayments due afier June 30, 2008, $451 2 million havc ﬁxed rates
of interest and $524.0 million have adjustable rates of interest. Lty

Lending Activity and Products. The Bank’s lending activities are subject to unde'rwriting sfandards "
and origination procedures, which have been approved by its Board of Directors.

Single-Family Residential First Mortgage Loans. We process, underwrite and originate
single-family residential mortgage loans on both a retail and wholesale basis. We have developed an




extensive network of active residential mortgage brokers and mortgage bankers to support our wholésale
production system. These correspondents identify, process arid close loans on our behalf based upon rates
and terms that we provide to them on a regular basis which correlate to our assessment of our demand for
various types of loans. The correspondents forward completed loan applications that are underwritten and
approved by Bank personnel in accordance with standards previously approved by the Board of Directors.
Dependmg upon the various programs we have with the correspondents loans will be classified as either
purchased, where the correspondent provides the funds for the loan closing or as orlgmated where the |
Bank provides the funds for the closing of the loan. In elther scenario, the loan could be held in portfo]lo '
or sold (on either a servicing released'or retained basis) in the secondary market. Retail residential lending
activities are supplemented by loan originations through the Bank’s internal loan offlcers, whereby loan
applications are obtained through our branch network and referrals from local builders, real estate brokers
and financial consultants. In order to facilitate sale in the secondary market, single-family residential
mortgage loans generally are underwritten in accordance with Federal Home Loan Mortgage Corporation
(“FHLMC”) and Federal National Mortgage Association (“FNMA”) guidelines. The Bank also.originates
loans that do not conform to the underwriting standards of FHLMC and FNMA that are held inthe
portfolio. In general, these loans do not conform to their underwriting standards due to the size of the *
loan. Upon oompletion of the Merger with Chester ‘Valley, the Company’s strategy has changed in that
loan portfolio growth is concentrated in commercial business, construction, commercial real estate and
multi-family and consumer lendmg products To a lesser extent, the Company originates single-family
residential loans for its portfolio, primarily with adjustable mterest rates. The Company does not orlgmate
sub-pnme morigage loans. ; ‘ . .

The Bank generally requires a current appraisal prepared by an mdependent appraiseroran |
aoceptable alternative property ‘valuation on all new single-family re51dent1al mortgage loans as well as
pnvate mortgage 1n5urance on all first mortgage loans with a loan to value In excess of 80%. Title ,
msurance is required on loans secured by real estate with the exception of certain smgle—famlly resrdentlal
loans ongmated under $150 thousand. Hazard insurance is required on all real estate loans. Flood_
insurande is also required for all loans secured by properties Jocated i in a designated flood area.

Subsequent to the Merger, the Bank’s processing, underwriting and origination of single- fapn]y
residential mortgage loans was streamlined through the lmplementanon of. an in- house ongmauon and |
processing staff. During the year ended June 30, 2007, the Company sold an aggregate of $51. 9 million in
single-family residential ‘marigage loans into the secondary market. Most of the Company s newly . )
ongmated single-family residential mortgage loans, together with servrcmg rights, are now onglnated for
re-sale i in the secondary market.

‘At June 30, 2007 single-family resrdentlal mortgage loans aggregated $273.2 million as, compared to
$298.5 million at June 30, 2006. The $25 3 million or 8.5% decrease resulted'largely from portfolio
repayments while most new loans were sold in the secondary market durmg the year, . , ‘

Home Equity Loans. In recent years, the Bank has increased its emphasis on the origination of home
equity loans and lines of credlt due to their shorter maturities and generally hlgher interest rates. The
maximum term of the Bank’s home equrty loans s, 20 years v with the exception of purchase money second
mortgage loans whose maximum term may be up to 30 years. A home equity toan is a fixed-rate loan where
the borrower receives the total loan amount at a closing and makes monthly payments to repay the loan
within a spec:ﬁc time period. Home equ1ty lines of credit are revolvmg lines of credit with a variable rate,
and a maximum term of 15 years. The borrower may draw on this account up to the maximum credit
amount and repay the line at any time. At June 30, 2007, home equrty loans and linés of credit agpiegated
$272.3 million or 26.0% 6f the tota] loan portfolio. Of this amount $164 8 ml]llOI‘l were lines of credit.,

Home eqmty loans and lines of credit are secured by the borrower s residence, on whtch the Bank’
generally obtains a second lien position on the underlymg real estate. The Bank’s home equity programs




provide financing in amounts up to 95% of the value of the property securing the loan; when combined . .
with the first mortgage. In addition to originating home equity loans through our branch offices, the Bank
relies considerably on purchased loans from its network of correspondents. .

Other Consumer Lending Activities. The Bank offers various types of other consumer loans through
its branch network primarily consisting of loans secured by automobiles, to a much lesser extent deposit
account foans, and unsecured personal loans. The Bank facilitates the funding of student loans in
conjunction with American Education Services (“AES/PHEAA”). At June 30, 2007, $3.9 million, or 0.4%
of bur total loan portfolio consisted of these types of loans. This compares to $4.3 million of other
consumer loans, or 0.4% of the total loan portfoho at June 30, 2006.

- Commercml Business Loans. At June 30, 2(]07 commercml busmess loans aggregated $88. 3 million,
or 8.4% of total loans, compared to $80.8 million at June 30, 2006, or 7.5% of total loans. The $7.5 million
or 9.2% increase resulted primarily from the continued focus to increase this segment of the loan portfolio.
These loans are generally originated to small and medium sized businesses in our market area. These types
of loans assist in the Bank’s asset/liability management since they generally provide shorter maturities . .
and/or adjustable rates of interest in addition to generally having higher rates of return that compensate
for the additional credit risk associated with these loans. ; o, -

Generally, the Bank provides these loans on a secured basis and they are collateralized by accounts
receivable, inventory, equipment, or other general corporate assets of the borrower. Additionally, the
priricipals of the borrower guarantee most commercial business loans. In general, mterest rates are
adjustable, indexed to a published rate of interest or fixed,

Generally, commercial business loans have highér risks associated with them than smgle famlly
mortgage loans due to the borrowers’ business operations bemg more susccptlble to local and hational
economic conditions as well as collateral being less tangible than real estate. These risks are mitigated by
the Bank employing individuals experienced in this type of lending and by generally requiring the personal
guarantees of the business’s principals. Additionally, in some instances, personal assets of the prmmpals
are obtained as additional security for these loans.

Commercial Real Estate and Multi-Family Residential Real Estate Loans. At June 30, 2007, o
commercial real estate and multi-family residential loans amounted to $316.7 miliion or 30.2% of the total
toan portfolio. This compares to $326.3 million or 30.2% at June 30, 2006. Included in commercial real
estate loans are apprommately $107 7 million of loans to busmesses secured by real estate owned by the

business.
A}

The Bank’s commercial real estate and multi-family residential loan portfolio consists primarily of
loans secured by officé buildings, retail and industrial buildings, strip shopping centers, residential *
properties with five or more units, non-FNMA eligible sirigle-family residential investment properties'and
other properties used for commercial and multi-family purposes located within the Bank’s market area.’

" The Bank’s underwriting standards for the commercial real estate and multi-family residential loan
portfolio allows for terms up to 25 years with monthly amortization over the life of thé loan and loan to
value ratios'of not more than 80%. Interest rates are genérally adjustable with a maximum interést rate
reset period of five years. Prepayment fees are generally charged on most commercial real estate and
multi-family loans in order to partially protect the Bank in a fallinig interest rate environment. Personal
guarantees arc generally required as addmonal security for this portfolio of loans. '

Commercial real estate and multl-famlly real estate lending generally involves mcreased rxsks as
compared to single-family residential lending including, but notlimited to, larger loans to individual ¢
borrowers and loan payments that are dependent upon the successful operation of the project or the
borrower’s business. The Bank attempts to mitigate these risks by limiting loans to proven businesses,’
properties with historical operating performance sufficient to'service the debt, utilizing conservative debt'




coverage ratios in the underwriting, and periodically monitoring the operation of the business or project
and the physical condition of the property. Additionally; independent appraisal reports are obtained on
each loan to substantiate the property’s market value, and are reviewed by qualified Bank personnel or, if
required by the Bank’s policies, qualified third party consultants, prior to the closing of thelpan. . .~ ~

In addition to originating loans, the Bank periodically purchases participation interests in larger
balance loans, typically multi-family and commercial real estate mortgage loans and construction loans,
from other financial institutions in our market area. We may purchase these loans to supplement our own
onglnanons or sell participations to manage borrower concentration risks. All purchased participations
comply with the Bank’s approved underwriting standards. During ﬁscal 2007 the Company purchased an *
aggregate of $40.5 million in participation interests. ‘ :

_Construction and Land Acquisition Loans, Construction loans for residential and commercial
prolects which generally are sécured by properties in southeastern Pennsylvania, southern New Jersey and
northern Delaware are originated within our market area. The Bank generally limits construction loans to
builders and developers with whom the Bank has an established relationship, or who are otherwise known
to officers of the Bank. Additionally, the Bank may acquire participation interests in certain construction
loans originated by other local financial institutions that have similar underwrltmg standards as’ the Bank.
These participation loans undergo a full underwriting in accordance with the Bank‘s established pohcy
Construction loans outstanding at June 30, 2007 were $93.2 million, or 8.9% of total loans, compared to’
$112.8 million of.10,4% of total loans at June 30, 2006. The $19.6 million or 17.4% décrease is dué *
primarily to the diminishing demand for new construction financing, resultmg from a slowdown in the
housing market. - .

Constructlon loans generally have variable rates of interest, which is a strong tool in managmg the i
interest rate risk exposure of the Bank. Generally, they have a maximum term to maturity of three years
and loan 1o value ratios of 80% or less. Residential construction loans to developers arc made on eithera
pre-sold or speculative (unsold) basis. Limits are placed on the number of units that can be built ona
speculatlve basis based upon the reputation] prior experience and-financial position of the builder, the"*
location of the property, and prior sales in the development and the surrounding area. A

ak

Independent appraisals are obtained for all construction loans and-are ‘reviewed and analyzed by’
qualified employees of the Bank or, in some instances, qualified third party consultants. Property
inspections are done at inception as well as prlor to advancing additional proceeds committed under the
loan documents. Monthly payment of intercst is required on all construction loans. - - '

. b

Constructlon ioans can also be orlgmated for the acqmsmon and development of land for sale (i. €.
roads or other lmprovements) These lgans generally require that the builder have a commitment for a ', ‘
construction loan for the units to be built on the snte These loans are secured by a tien on the property and
are generally limited to a loan to value of 75% or less of the appralsed value. The loans have a variable rate
of interest and require monthly payments of interest. The principal of the loan is repaid as units are sold
and released. Generally, all of these loans are in the Bank’s market area and are to developers with whom
the Bank had a pl’lOl" relatlonsmp Personal guarantees from the borrowers are generally requ1red for'these
loans.” * : : ‘ : .

Construcuon and land foans generally carry a higher degree of rlsk than smgle famlly reSldential . 4“
lending, due to the concentration of principal in a limited number of loans and borrowers and the effect of
econdmic conditions on developers, builders and projects. Additional risk i$ also associated with
construction lending because of the inherent difficulty in estimating both a property’s value at completion
and the estimated cost to complete a project. The nature of-these loans is such that they are more difficult
to evaluate and monitor. In addition, speculative tonstruction loans to a builder are not pre-sold and thus -

pose a greater potemlal nsk than construction loans to individuals on lhelr personal resndences o ‘
. V- v % - |




In order to mitigate some of the risks inherent to construction lending, inspections are done both
prior to origination and throughout construction prior to advancing funds, limiting the advancement of
funds for speculative homes, limiting originations to builders who have established relationships or
significant experience, as wel! as obtaining personal gearantees from the principals.

The following table shows the activity in our loan portfolio during the periods indicated:

Year ended June 30,
. 2007 2006 2005
' . (Dollars in thousands) .
Loans held at the beginning of the.period..................... $1,081,789 § 590,923 $ 530,156
Originated and purchased for portfolio(1)(2): :
Mortgage loans: .
Single-family. ... P 30,049 142,305 52,933
_ Commercial real estate and mu]u-famlly .................. 37,039 20,927 39,879
 CONSEIUCHON . « o e e ee e [, 76,017 73,573 70,558
Home equity.....oooovvnieiieneeiiiiinaien, e 95,845 96,995 54,782
Consumerloans ................... P 1,218 1,088 267
Commercial businessloans. ............................... 67,187 24,578 11,153
Total originations and purchases for portfolio . . ... e aaaan 307,355 359,466 229,572
Loans acquired from the Merger...............coiiiieenn... —_ 467,700 Qe
Amortization and curtailments . ..............0..ceniieiaan.. (336,370) -~ (336,782)  (168,466)
Net (charge-offs) recoveries. ............. ... .. ... i, (5,180) 482 (339)
Net (decrease) increase inloans .. ................ooiiino.. ~(34,195) 490,866 , . 60,767
Total loans held at the end of the period. ..................... $1,047,594 $1,081,789 $ 590,923

(1) Excludes loans classified as held for sale at the time of origination.

- (2) Includes $22.8 million, and $21.7 million in purchased single-family mortgage loans in fiscal’ 2006 and
2{]05 respectively. "y

Loans to One Borrower. Under the Financial Institutions Reform, Recovery, and Enforcement Act
of 1989 (“FIRREA”) and pursuant to regulations for Federal Savings Banks, the aggregate loans that the
Bank can make 1o any one borrower is equal to 15% of the Bank’s unimpaired capital and surplus. For the
Bank, this amount would be approximately $20.1 million at June 30, 2007. There are provisions that would
allow us to lend an additional 10% of unimpaired capital and surplus if the loans are secured by readily
marketable securities. At June 30, 2007, our three largest credit relationships with an individua! borrower
and related entities amounted to $16.1 million, $16.0 million and $16.0 million; each of which are in
conformity with the current loans to one borrower regulations described above.

Asset Quality

. General. As a part of the efforts to maintain asset quality, the Bank has developed and implemented
an asset classification system in conjunction with federal regulations. All of our assets are subject to this

" classification system. Loans are periodically reviewed and the classifications revxewed at least quarterly by

the Loan Committee of the Board of Directors.

'

When a borrower fails to make a scheduled payment, the Bank attempts to cure the delinguency by
making personal contact with the borrower. Initial contacts are generally made 16 days after the date the
payment is due. In most cases, delinquencies are promptly resolved. If the delinquency continues, late,
charges are assessed and additional efforts are made to collect the deficiency. The Bank generally works
with borrowers to resolve such problems; however, when the account becomes 90 days delinquent, the
Bank institutes foreclosure or other proceedings, as necessary, to minimize any potential loss.
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. On loans for which the Bank considers the collection of principal or interest payments doubtful, the
Bank ceases the accrual of interest income. On loans more than 90 days past due, as to principal and
interest payments, it is the Bank’s policy to discontinue accruing additional interest and reverse any
interest currently accrued unless it is determined that the loan principal and interest are fully secured and
in the process of collection. On occasion, a loan may.be placed on non-accrual earlier if the financial.
condition of the borrower raises significant concern with regard to the borrower’s ability to service the debt
in accordance with the terms of the loan. Interest income is not accrued on these loans until the borrower’s
financial condition and payment record demonstrate an ability to service the debt. . .

Real estate that the Bank acquires as a result of foreclosure or deed-in-lieu of forectosure is ctassified
as real estate owned until sold. Real éstate owned is recorded at the lower of cost ot fair value less  *
estimated selling cost. Costs associated with acquiring and improving a foreclosed property are 'ulépally
capitalized to the extent that the carrying value does not exceed fair valué leSs estimated sellinig costs.
Holding costs are charged to expense. Gains and losses on the sale of real estate owned are reflected in
operations, as incurred.

dates indicated. The amounts presented represent the total outstanding principal balances of the related
loans rather than the actual payment amounts that are past due.

f .
v

Delinguent Loans. The following table sets forth information concerning delinquent loans at the
| At ‘ At

June 30, 2007 - - Jane 30, 2006
! o At te 60to .. Alto 60 to

| 59 days 89 days 59 days 89 days
(Doflars in thousands) °

Mortgage loans: T

Single-family. ... .. ..o ooii e $1,400 $ 147 $1,204 § 71
Commercial real estate and multi-family. ..................... 427 268 519 5466
COnSITUCHON « oo e i inieeinnees e 317 406 - 239 264
Home,equity ... .oovoneeni i Yoo - 541 349 587, 152
ConSUMET LOANS .. .ottt a e iee it enna i anrrraaeaaanses R 6 - —- .- 1
Commercial business loans. ................ e e 72 5. 51 689
Total delinquent loans receivable .. .+ ........ e e -$2,757 $1,181 -$2,600 - 36,643

Loans delinquent 30 to 89 days amounted to $3.9 million at June 30, 2007 compared to $9.2 million at
June 30, 2006. Management regularly monitors all delinquent loan activity. Management believes that
these loans.are adequately collateralized or the allowance is adequate to cover any potential collateral
shortfall. ' e




'Non-Performing Assets. The fdllowing table sets forth information with respect to non-performing
assets the Bank has identified, including non-accrval loans and other real estate owned. Total
non-performing assets amounted to $3.9 million, or 0.25% of total assets, at June 30, 2007 compared to
$15.8 million, or 1.00% of total assets, at June 30, 2006. The $11.9 million deerease in the Company’s )
non-performing assets during fiscal 2007 was due’ primarily to the following factors: (1) net charge-offs
during the year of $4.8 million relating to two commercial business loan relationships categorized as non-
accrual at June 30, 2006; (2) the sale of an approximate $3.5 million commercial real estate loan which was
classified as non-accrual at June 30, 2006; (3) the sale of commercial real estate which was foreclosed upon
during the year and had secured a $2.0 million commercial real estate loan categorized as non-accrual at
June 30, 2006; and (4) payments of $2.1 million during the year on loans in non-accrual status at June 30,
2006. These decreases were partially offset by a commercial business loan relationship and a construction
loan relationship of $780 thousand and $463 thousand, re spectively, which were transferred to non-accrual
status during fiscal 2007.

At June 30,
2007 2006 2005 2004 2003
(Dollars in thousands)

Accruing loans 90 or more days past due

Mortgage 10ans, . ... .oeiee it $ — 3 — 5109 §'— § 37T

Commercial businessloans ............... — — — -— 147
COther . — — — 3 —
_Total accruing loans 90 or more days

PAStAUE . .ot — — 109 3 514

Non-accrual loans ‘ N
Mortgage loans:

Single-family.......................... 845 1,059 146 . 568 1,064 .
COnSIIUCHON. .. oo vt vee e i 463 — — — —_
Commercial real estate and multi-family . 697 7,753 315 48 48
Homeequity.............ccovivninin.. 601 479 99 39 236
Consumer ............cocoeiiiiiiinn.. 56 154 — 16 -7
Commercial business. .................... 1,188 6,036 106 698 . 360
Total non-accrualloans .................... 3,850 15,481 666 1,369 1,715
_ Performing troubled debt restructurings. .. ... 1 256 1912 1,404 1,463
Total non-performmg loans.................. o 3,851 15737 2687 2,776 3,692 '
Other real estate owned, net .. .............. = .51 439 403 391
Total non-performing assets ................ $3,851 $15,788 §3,126 $3,179 $4,083
Non-performing loans to total loans.......... 0.37%  1.45%_ 046% 0.52% 0.88%
Non-performing assets to total assets......... 0.25% 1.00% 033% 034% 0.48%

Classified and Criticized Assets. Federal regulations require that each insured institution classify its
assets on a regular basis. Furthermore, in connection with examinations of insured institutions, federal
examiners have authority to identify problem assets and, based upon their judgment, classify them. There
are three classifications for problem assets: “substandard,” “doubtful,” and “loss.” Substandard assets have
one or more defined weaknesses and are characterized by the distinct possibility that the insured
institution will sustain some loss if the deficiencies are not corrected. Doubtful assets have weaknesses of
substandard assets with the additional characteristic that the weaknesses make collection or liquidation in
full on the basis of current existing facts, conditions and values, questionable, and there is a high
probability of loss. An asset classified as loss is considered uncollectible and of such little value that
continuance as an asset of the institution is not warranted, Federal regulations also require another
unclassified category designated “special mention” to be established and maintained for assets that do not




currently expose an insured institution to a sufficient degree of risk to warrant classification as .
substandard, doubtful, or loss. At June 30, 2007, the Company had $8.2 million of assets classified as
substandard, consisting of $6.2 million of commercial real estate and business loans, $1.3 million of
single-family mortgage loans, and $660 thousand of consumer loans, and $1.4 million classified as doubtful,
consisting of commercial real estate and business loans. This compares to $6.6 million of assets classified as
substandard, consisting of $5.1 million of commercial real estate and business loans, $974 thousand of
single-family mortgage loans, $525 thousand of consumer loans, and $12.4 million classified as doubtful,
consisting of $12.3 million of commercial real estate and business loans and $86 thousand of single-family
mortgage loans at June 30, 2006. There were no loans classified as loss at June 30, 2007 or 2006.

Allowance for Loan Losses. The allowance for loan losses is maintained at a level management
believes is adequate to cover known and inherent losses in the loan portfolio that are both probable and
reasonable to estimate at each reporting date. Our determination of the adequacy of the allowance is
based upon an evaluation of the portfolio, loss experience, current economic. canditions, volume, growth,
composition of the portfolio, and other relevant factors. The Bank uses historical Joss factors for each loan
type and for loans considered to have a higher degree of risk. Additional components that may be used
include, but are not limited to delinquency trends, asset-classification trends and current ecenomic
conditions. Management then assesses these conditions and establishes the allowance for loan loss based
upon the facts known at that time. The methodology does not imply that any portion of the allowance for .
loan loss is restricted, as the allowance for loan losses applies to the entire loan pertfolic. .

' The allowance is increased by a provision for loan losses, 'whi{:h is charged a'gairist income. As shown
in the table belpw, at June 30, 2007, our allowance for loan losses a_mounted to $12.2 million or 317.1%
and 1.16% of our non-performing loans and total loans receivable less defeired fees, réspectively.

B ! ' © Year ended June 30,
_ . 20T 2006 3005 7004 2003
N B . . (Dallars in thousands) L
Balafice—beginning of period . ........ $16737 § 6113° $5220 § 5312 § 4,626
Plus: provisions for loan fosses ......... 653 3,205 1,232 426 ' 1,034
Less: charge-offs for Co o ' '
Mortgage loans, ... ...... e T (76) . D (58) (284)
Consumerloans................ @17 ~(62)' (22) (11) " (4)

_Commercial real estate loans. ........ (1,848) © T — — — —

' Commercial busiriess loans .......... _(3,185) (47) (316) {(658) (103)
Total charge-offs ................... Y. (5386) (133) (345) (727) (391)
Plus: recoveries for : o

Mortgage loans. ....... e oo i - 36 6 S L S —
Consumer loans....... e 45 - 44 - i —
Commercial business loans .......... . 160 ' 535 — 134 . 43
Total IECOVETIES ...t iinnn s 206 - 615 6 209 43
Allowance acquired from the Merger . | — 6,937 -— — —

Balance—end of period ............ ... $12210 $16,737 $ 6,113 $ 5220 § 5,312

Allowance for loan loss to total end of
period non-performing loans. ........ 317.06% 106.35% 227.50% _188.04% _143.88%

Charge-offs to average loans . ........ . "051%  0.01%  006% _ 0.16%  0.08%°

Allowance for loan loss to end of period - e '
total loans less deferred fees ......... 1.16% 1.55% 1.05%  1.27% 1.27%

The provision for loan losses for the year'endcd June 30, 2007 was $653 thousand, a decrease of $2.6
million from $3.2 miltion in.the prior year. Net charge-offs in fiscal 2007 were $5.2 million as compared to
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net recoveries of $482 thousand in fiscal year 2006. The increase is-due primarily to the charge-off of two
loan relationships which were categorized-as non-accrual it June 30, 2006. The decrease in the provision
for loan losses in fiscal 2007 compared {0 fiscal 2006 was due primarily to the decrease in non-perfdrming
assets. The increase in the provision for loan losses in fiscal 2006 compared to fiscal 2005 was due primarily
to'a corresponding increase in non-performing loans and classified loans. Management assesses the
allowance for loan losses at least quarterly, and makes any necessary provision for losses needed to
maintain the ifs allowance for losses at a level deemed adequate. Management believes that the allowance
for loan losses Was adequate at June 30, 2007 to cover losses that are both probable and rcasonably
estimable based upon the facts and circumstances known to us at that date. ‘ R

Effective December 21, 1993, the OTS in conjunction with the Comptroller of the Currency, the FDIC
and the Federal Reseive Board issued a Policy Statement regarding a financial institution’s allowance-for
loan and lease losses. The Policy Statement, which reflects the position of the regulatory agencies and does
not necessarily constitute generally accepted accounting principles, includes guidance (i) on our
responsibilitiés for the assessment and establishment of an adequate allowance; and (i) for the agéncies’
examiners to use in evaluating the adequacy of such allowance and the policies used to determine such
allowance. The Policy Statement also sets forth quantitative measures for the allowance with respect to
assets classified substandard and doubtful and with respect to the remaining portion of the institution’s
portfolio. Specifically, the Policy Statemnent sets forth the following quantitative measures which examiners
may use to determine the reasonableness of an atlowance: (i) 30% to 50% of the portfolio that is classified
doubtful; (ii) 10 to 20% of the portfolio classified substandard; and (iii) for the portions of the portfolio
that have not been classxf:ed (including loans designated special mention), estimated credit losses over the
upcoming twelve momhs based on facts and circumstances available as of the evaluation date. Wh:le the
Policy Statement sets forth this quantitative measure, such guidance is not intended as a “floor” o

“ceiling”. Our policy for establishing loan losses is consistent with the Policy Statement. In July 2001 the
SEC issued Staff Accounting Bulletin (“SAB”) No. 102, “Selected Loan Loss Allowance Methodology And
Documentation Issues”. The guidance in the SAB was effective immediately and focuses on the 4
documentation the SEC staff normally expects reglstrams to prepare and maintain in support of the
allowance for loan losses. Concurrent with the SEC's issuance of SAB No. 102, the federal banking -
agencies, represented by the FFIEC issued an interagency policy statement entitled “Allowance For Loan
and Lease Loss Methodologies And Documentation For Banks and Savings Institutions” (“FFIEC Policy
Statement™), The SAB and FFIEC Policy Statement were the result of an agreement between the SEC and
the federal banking agencies in March 1999 to provide guidance on allowance for loan loss methodologies
and supporting documentation. Management believes that the Bank’s documentation relating to the
allowance for 1oan loss is consistent with this gnidance. '

The allocation of the allowance for loan losses is shown in the table below. It is broken down by loan
type at June 30, 2007. Through such allocations, the Bank does not intend to imply that actual future
charge-offs will necessarily follow the same pattern or that any portion of the allowance is restricted.

June 30, 2007 June 30, 2006 June 30, 2005
Percent of Percent of Percent of
- loan type to loan type to loan type to

Amount total loans Amount total loans Amount total Joans
(Dollars in thousands)

Mortgage loans: - - R
Single-family.................... e $ 438  2608% § 473 2759% § 155  T34.34%
Commercial real estate and multi-family. .. .. ... 6,121 3025 1412 30.16 2,280 29.60
Construction . - . ..o e 1,768 8.89 1979 1042 2,169°  '14.66
Homeequity ..........ooiieiea.. s 1435 25.99 1,351 2396 537 . 1706

Total mortgage loans. ............ooviiniiunn, 9,762 g1.21 11,215 92.13 5,141 95.66

Consumerloans . ...ovvinirieivrnrnrinnnnn L] 0.37 663 .0.40 71 0.36

Commercial business loahs ... ........ 5 ........ T 1,672 8.42 4,859 7.47 901 308

Total. ... e $12,210  100.00% $16,737 100.00% §$6,113  100.00%
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Securities Activities

General. The Bank’s investment policy is designed, among other things, to provide management '
with an additional tool in implementing its asset/liability strategies. It emphasizes principal preservation,
favorable returns, maintaining liquidity and flexibility, and minimizing credit risk. The policy permits
investments in US government and agency securities, investment grade corporate bonds and commercial
paper, municipal bonds, various types of mortgage-backed securities and collateralized morigage
obligations, certificates of deposit and federal funds sold to financial institutions approved by our Board of
Directors, and certain equity investments and mutual funds. ‘ ‘

The Bank will from time to time use hedging programs such as interest rate swaps, caps, collars or
other activities involving the use of off-balance sheet financial derivatives to assist in its’ Asset/Liability
management and the mitigation of interest rate risk. The Bank has not purchased mortgage-backed
derivative instruments that would be characterized “high-risk” under OTS regulations at the time of
purchase, nor has it purchased corporate obligations, which are not rated investment grade.

Statement of Financial Accounting Standards (“SFAS”) No. 115 requires the Company to classify a
security as available for sale (“AFS”), held-to-maturity (“HTM?”), or trading, at the time of acquisition.
Securities classified as HTM must be purchased with the intent and ability to hold that security until its
final maturity, and can be sold prior to maturity only under certain rare circumstances. HTM securitics are
accounted for based upon the historical cost of the security. AFS securities can be sold at any time based
upon our needs or judgment as to market changes. AFS securities are accounted for at fair value with
unrealized gains and losses on these securities, net of income tax effects, reflected in the stockholders’
equity section of our Statement of Financial Condition. ' o

o

Additionally, securities are evaluated periodically to determine whether a decline in their fair value is
other than temporary. Management utilizes criteria such as the magnitude and duration of the decline, in
addition to the reasons underlying the decline, to determine whether the loss in value is other than -
temporary. The term “other than temporary” is not intended to indicate that the decline is permanent, but
inldicates that the prospects for a near-term fecovery of value is not necessarily favorable, or that thereisa
lack of evidence to support realizable value equal to or greater than carrying value of the investment. Orice
a decline in fair value is determined to be other than temporary, the fair value of the security is reduced '

through a charge to earnings in the consolidated statements of income. .,

Management does not believe any individual unrealized loss on its securities as of June 30, 2007
represents an other-than-temporary impairment. The temporary impairment is directly related to changes
in market interest rates. In general, as.interest rates rise, the fair value of fixed-rate securities will decrease
and, as interest rates fall, the fair value of fixed-rate securities will increase. The severity of the impairment
as a percent of the total investment position is nominal and the duration of the impairment to date is short.
The impairments are deemed temporary based on the direct relationship of the decline in fair value to
movements in interest rates, as well as the relatively short duration of the investments and their high credit
quality. Additionally, the Company has the ability and intent to hold these securities until such time as the
value recovers or the securities mature. . .o v

At June 30, 2007, investment securitics amounted to $277.9 million, or 17.9% of total assets. This
includes a $3.2 million unrealized loss, net of income tax, on those investment securities classified as AFS.
The portfolio consists of US government and agency securities, many with callable features and agency and
non-agency mortgage-backed pass-through securities, collateralized mortgage obligations, municipal ‘
bonds, equity investments primarily in mutual funds. ' : : ' ‘

r
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The following table sets forth information on the carrying value and the amortized cost of our
securities classified as held to maturity and available for sale at the dates indicated.

! At June 30, S

2007 ' 2006 + 2005
Amortized, Fair Amortized Fair Amortized Fair
Cosl value LCost value Cost ' value

. . + {Doblars in thousands}
Held to maturity: . ]

Municipal bonds ........:.... $§ — § —§% — 3§ -— % 19,801 § 20,230

, US Gov't agency securities. . ... —_ — —_ — 15000 14,818
CMOs ........ e . 60,271 59,261 72,355 70425 90,449 90,856
Mortgage-backed securities.... 28,092 27,227 33206 _ 31,662 _ 39,201 _ 39,005

Total held to maturity . ... .. L... 88363 ‘86488 105561 102,087 ' 164,451 ' 164,909

Amortized Carrying  Amortized' Careying  Amortized’ Careying "
. Cost value Cost value Cost ___ value

Auvailable for sale: " ' o '

" Corporate debt securities. . . . .. 19978 19426 14419 14208 = — = —
Municipal bonds ..... ceeee... 30,585 030,005 9305 9127 — —

" Equity securities(1)........... 11464 11,162 11,642 11,326 9733 9502
us Govtagency securlttes....'. "35285 34208 35473 34,297 45,484" 44867 N
CMOs ...t L 22,080 - 21,769 - 29,059 28,498 3,786 ° 3,795

+ Mortgage-backed Securities.. . . . 73,840 © 71,769 103,523 99,469 91,565 .".90,255

- Totalavailable forsale .......... 193,232 188,339 203221 196925 '150,568 148,419

Total-securities............... $281,595 $274,827 $308, 782 $299,012 $315,019 $313,328

;

(1) Includes mutual funds with a fair value of apprcmmately $10.1 million at June 30,2007, - - -
i tF,
Prior to the effective date of the Merger, the B‘mk undertoak a strategy to de- levcragc a portlon of i 1ts

balance sheet by, among other thmgs selling certain of its AFS secyrities. This effort resulied in the
Company selling an aggregate of approximately $95.9 million in securities which resulted in an aggregate _
. net loss of approximately $912 thousand, which was recognized in fiscal 2006. Prior to the effective date of
the Merger, both Willow Financial Bank and First Financial Bank had taken advantage of market
conditions in selling certain securities which did not result in an aggregate loss to either Company, or in the
case of First Financial Bank, would potentially reduce a negative mark to market in purchase accounting. ¢
The net proceeds received from this strategy were utilized to repay Higher costing FHL.B borrowmgs

In addition to HTM and AFS securltles at June 30, 2007 and 2006 the company had $1 2 million and
$902 thousand, respectively, of trading account securities consisting of mutual funds related to the .
Company’s deferred compensation plan for certain executive level employees. There is a corresponding
hablhty inother liabilities on the consolidated statements of financial condition atJ une 30, 2007 and 2006.

Mortgage-Backed Securities (“MBS") and Collateralized Mortgage Obligations (“CMOs™). At
June 30, 2007, the investment securities portiolio contained MBSs with a carrying value of $28.1 million
and $71.8 million in HTM and AFS, respectively, and CMOs of $60.3 million and $21.8 million in HTM
and AFS, respectlvely This compared to $33.2 million and $99.5 million in HTM and AFS MBSs,
rcspectwe[y, and $72.4 million and $28.5 million in HTM and AFS CMOS, respectively, at June 30 2006.
The decline during the year resulted from principal repayments being utilized 1o, repay higher costing
borrowings. MBSs represent a participation interest in a pool of single-family or multi-family mortgages.
Mortgages are sotd by various originators to intermediaries (generally agencies of the US Government and
government sponsored enterprises) that pool and repackage the mortgages and sell participation interests
in the pools to investors. The servicer of the mortgage loan collects the principal and interest payments and
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passes those payments through to the intermediary who then remits the payment to the investor. The
US Government agencies and government sponsofed enterprises, primarily the Government National
Mortgage Association (“GNMA™), FNMA and FHLMC, guarantee the timely payment of principal and
interest on these securities, MBSs that are pooled by US Government or-government sponsored -
enterptises are known as agency mortgage-backed securities. Other private servicers may pool mortgages :
into similar pass-through securities and are kniown as non-agency MBSs. These non-agency MBSs do not
have the guaranteed timely payment of principal and interest that an agency MBS has, and may also
include loans that may not qualify to be included in an‘agency MBS, for reasons such as, but not limited to,
the size of the loan. At Jane 30, 2007, the Company’s mortgage-backed securities portfolio does riot

B [

include any securities backed by sub-prime mortgage loans.” . o

MBSs are issued in stated principal ,ampfx'ntls and are backed By mortgage loans within a specific |
interest rate range, but may have varying maturity dates, The underlying pool of morigages may be

comprised of either fixed-rate or adjustable-rate mortgage loans. Each MBS pool will also differ based L
upon the actual level of prepayment experienced by the underlying mortgage loans.

At June 30, 2007, the weighted average life of our fixed-rate and adjustable-rate mortgage-backed
securities was approximately 3.2 years and 3.0 years, respectively, based upon management’s assumptions
related to the future prepayments of the underlying morigages. Prepayments that are greater than those -
projected wilt shorten the remaining term of the security, while a decrease in the amount of prepayments .
will lengthen the amount of time until the security matures. Prepayments depend on many factors, .
including the type of mortgage, the coupon rate, the remaining period until the loan matures or the rate is
scheduled to reset, the geographic region, and the general level of market interest rates. During periods of
rising interest rates, if the coupon rates of the underlying mortgages are less than prevailing market rates
offered ‘on mortgages, réfinancing will decreast and prepayments of the mortgages underlying the security
will decline: Conversely, when market interest rates are falling, and the coupon rate on the underlying
mortgage exceeds the prevailing market interest rate for mortgages offered, refinancings tend to increase -
which \#ill}ticrease the amount of prepayments of the underlying mortgages. ’ s

CMOs are securities that are structured from a pool.of MBSs or whole loans. The structuring results -
in sectors-known as tranches. Each tranche within a CMO will have different cash flow requirements and .
interest rates. Although still subject to prepayments, this structuring into tranches provides a more
predictable cash flow to the bondholder. T . o

US Government and Government Agency Securities and Municipal Bonds. At June 30, 2007, the,
carrying value of US government and US government agency securitics within the investment securities
portfolio was $34.2 million, which includes approximately $1.1 million in unrealized losses, compared to
$34.3 miltion, which included approximately $1.2 million in unrealized losses, at June 30, 2006. This
portfolio is comprised primarily of securities issued by the FHLB. Many of these securities have call
features that allow the issuer o redeem these securities at par value prior to their stated maturity.
Generally, if the prevailing market interest rate on new issue callable agency securities with similar
maturities exceeds the coupon rate of the security with the cal! feature, the call will not be exercised.
Conversely, if the prevailing market interest rate for new issue agency callable securities with similar
maturities is below the coupon rate of the sécurity with the call feature, the call will be exercised and the
bond will be redeemed. When calls are exercised and bonds redeemed prior to their maturity, the Bank
faces the risk of re-investing those proceeds into other investments with lower yields or longer terms.

Municipal bonds'classiﬁed as held to maturity at June 30, 2005, were sold in fiscal 2006 as part of the
Company’s de-leveraging strategy referenced above in accordance with the provisions of Financial
Accounting Standards Board (“FASB”) Statement No. 115, “Accounting for Certain Investments in Debt
and Equity Securities.”
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Municipal bonds classified as AFS at June 30, 2007 are comprised primarily of bonds issued by local.
school districts as well as three non-rated Pennsylvania Municipal Authority bonds that are classified.as
substandard. At June 30, 2007, the aggregate book value of these bonds was $3.2 million. Two of the three
. bonds, with an aggregate book value of $3.6 million at June 30, 2007, are zero coupon bonds with-
maturities extending up to 2034, Both bonds are secured by the revenue streams of commercial office
buildings, which are leased to various agencies of the Coramonwealth of Pennsylvania under long-term
lease arrangements with renewal options. A third bond was issued by the Housing Authority of Chester
County and has a book balance of $294 thousand at June 30, 2007, and bears interest at rates between
5.60% and 6.009% and matures in June 2019. This-bond involves low-income scattered housing in Chester .
County under a program of the Office of Housing and Urban Development (“HUD"). HUD has provided
additional funds to build additional houses, which have been donated to this bond issue. The construction
- of the homes has been éompleted and the proceeds from thé sale of 'the homes have been utilized to
liquidate the bond issue, Duritig fiscal 2007, principal repayments were received on the bond issue. The
Bank’s remaining par value is $505 thousand. :

L
Other Investments, Other than MBSs, US governmem and government agency securities and 1
mumclpal bonds, thc Company has investments in various equity securities and mutual funds. At Juné 30,
2007, $1'1 million was invested in equity securities and $10.1 million was invested in mutial funds. The'”
equity securities include stock of ‘several publtcly traded companies, primarily local financial institutions.
The mutual fund mvestmcnt 0f'$10.1 million i§ backed" primarily by investments in adjustable-rate
mortgage- backed securltles and other mvestments authorized by our investrient policy.

Sotirces of Funds' - . vt S t A

. General. Deposits are the primary source of funds for the Bank’s lending and investment activities.
In addition teo deposits, funds are provided from the amortization and prepayments within the loan.and -
mortgage backecl securities portfolios, maturities of investments, and borrowings. Scheduled Ioan ;
amortization is a relatively stable source of funds. However, competition, the general level of interést rates

and market conditions significantly influences deposit inflows and cutflows. Borrowings may be uscd ona
short-term basis to compensate for reductions i in other funding sources. On a longcr-term ba51s
bortowings may be used for genera] business purpOSl.,s

e, b

Deposits. As shown in the table below, the Bank’s core deposit accounts at June 30 2007 (which the
Bank consider to be all deposits other than cemﬁcale accounts) represent 69. 4% of total deposnts as
comphred to 70 4% at June 3b, 2006 T

[ ' . .ot ‘ - At June 3o, .

.o . ) N e 2007 C 2006 :
. . . . Percent of, Percent of
T L . Amount *__totsl ' Amount . total
s . . Lo . - {Dollars in thousands) | .
Savings accounts (passbooks, staternents and . .o P .
clubs), ovnii R ..., 3 87565 | 80% $ 101,119 9.9%
Money market accounts .. ................ e 403,487 369% 338,451 | . 332%
Certificates of deposit . ............. ..o - 334,672 30.7%. 301,627 297% |,
Checking accounts: , N . . L e ,
Interest- bearmg .................... feeens 116,171 . 10.6% 114329, 11.2%
Non- -interest-bearing...................... 151,160 13.8% 162,864 16.0%
Total...."..... Ll . $1,093,055 100.0% -$1,018,390° 100.0%
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‘During the year ended June 30, 2007, total deposits increased by $74.7 million, or 7.3% compared to
the yeat ended June 30, 2006. The increase occurred primarily from an increase in money market demand
deposit accounts as the Company has been successful in migrating money market batances from customers

of its business segment, WIS, as well as an increase in certificates of deposit resulting from customer
preference for higher rate deposit accounts. Core deposits, as previously defined, increased by

$41.6 million.
Year ended June 30,
. 2007 2006 2005
. R (Dollars in thousands)
Beginning balance .........ooihiiii e $1,018,390 § 602,678 $603,115
Net increase (decrease) in deposits ........, e 47,945 (34,442) {9,569)

. Deposits assumed in acquisition ........ s — 437,065 =
Interest credited. . ............ R et 26,720 13,089 |, 9,132
Endingbalance..........cocooaaiint e .. §1,093,055 $1,01835% $602,678
The following table sets forth by various interest rate ranges, the amount of our certificates of deposit

at the dates.indicated. = . | , . . .
e ! . Tooe T - At June 30,
Ch LR L , . 207 2006
. (Dollars in thousands
Interest rates: : o "
. from 0.00%102.99% ........ T RO e e $ 18,547 § 76344 -
" from 3.00% t03.99% ..... e PO e 16,796 115,702 ~
from 4.00% t64.99% ... oo i IR PRI 196,705 96,206
from 5.0000 10 5.99%0 .. ..o it s 101,799 11,211
; 6.00% andover........ TR R R O . - 825 2,164
qug,l...i. s $334,672 §301,627
J:'Jll...' ::' \s Ce e
Shown below are the:amount and remaining term to maturity for certificates of deposit as of
June 30, 2007.
'  Amounts maturing in
Oversix . .
months Over one Ower two .
. Six months through one year through  years through *  Over three
. \ or less year two years three years Years
Interest rates: e (Dollars in thousands)
0.00%10299% ......... § 10,405 $ 3920 $ 2,592 $ 567 - $1,063
3.00% t0399% . ........ 8,711 3,805 2020 - L27s - 985
4.00% t04.99% .\....... 97,353 55,253 23587 . 16,026 +4,486
5.00%05.99% . ..., ... 51,140 41,575 ‘4,976 2,932 1,176
6.00% and over.......... 204 15 " 41 303 -262
Total. . ..virenenninnnn. $167813  $104,568  '$33216  $21,103  '$7,972
1 ) 3
o } * : ! r
L . .
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At June 30, 2007 the total amount of outstanding certificates of deposit in amounts greater than or
equal to $100 thousand was $94.7 million. The following table provides information regardmg the maturity:
of these certificates of deposit. -

13

Alhounts maturing in

(rier three Over six
months months
Three months through six through one Over one
or less months year year Total
(Dollars in thousands)
o 836,257 $11,405 519,159 $27.384 $94,705

L

Borrowings. The Bank utilizes borrowings to supplement its funding needs and in the past, under
certain instances, as revenue enhancement programs 1o take advantagé of arbitrage opportunities when
investment returns exceeded the cost of borrowings. At June 30, 2007, the Company had $235.7 million in
outstanding borrowings, which were comprised of $190.1 million of FHLB borrowings, $25.5 million of
trust preferred securities, and $20.0 million of repurchase agreements. The investment in FHLB stock, as
well as a portion of our residential mortgage loan portfolio and investment securities portfolio, secure
advances from the FHLB. The FHLB of Pittsburgh provides an array of borrowing programs which
include: fixed or variable rate programs; various fixed terms ranging from overnight to 20 years; and other
programs that have callable or putable features attached to them, The Bank intends to continue to utilize
borrowings in the future as an alternative source of funds. The repurchase agreements are secured by
various securities within the Company’s investment securities portfolio. During the current fiscal year,
approximately $103.2 million of these borrowings were paid down with proceeds from repayments within
the investment and loan portfolios as well as the funds generated from the growth i in the Company’s
deposits.

Thc followmg table sets forth certain information regarding our borrowings for the periads mdlcatcd
I S
_-,.: . At or for the year ended -
June 39, 2007 June 30, 2006
(Dollars in thousands)

FHLB advances: :
Average balance outstanding for the period. ............ ... $225,722 $312,709
Maximum outstanding at any monthend ................... 258,035 364,572
Balance outstanding at end of the period .. ................. 190,063 282,717
Average interest rate forthe period. ............... ..., AU 4.05% 4.02%
Interest rate at the end of the period. . ... e e 4.19% 4.24%

Repurchase agreements: ' .

Average balance outstanding for the perlod ................. $ 22,767 § 4939
Maximum outstanding at any monthend ................... 30,000- .-, 20,000
Balance outstanding at end of the period . .................. 20,600 20,000
Average interest rate for the period................ STRRR 4.99% , 4.61.
Interest rate at the end of thc perlod ........ S 4 52% 4.56

At June 30, 2007 the maturity dates of our FHLB advances ranged from July 2, 2007 to October 1,
2018. Certain advances also require monthly payments of principal. At June 30, 2007, $152.5 million of
FHLB advances were callable at the option of the FHLB within certain parameters, of which
$107.5 million could be called within one year. Of the FHLB advances that are callable at the discretion of
the FHLB, $47.5 million of such advances could be called only if an index exceeded a specific pre-
determined rate.

Trust Preferred Securities. Effective with the acquisition of Chester Valley, the Company assumed
the liability for $10.5 million of Junior Subordinated Debentures to the Chester Valley Statutory Trust, a
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- Pennsylvania Business Trust, in which the Company owns all of the common equity as a result of the’

acquisition of Chester Valley. The Trust issued $10.0 million of Trust Preferred Securities to investors;-
which are secured by the Junior Subordinated Debentures and-the guarantee of the Company. These
These Trust Preferred Securities were redeemed by.the Company on March 26, 2007 in accordance with-
the Trust Agreement, ’ ' .. AT :

On March 31, 2006, the Company issued $25.8 million of Junior Subordin’altcd Debentures to Willow
Grove Statutory Trust I, a Connecticut Statutory Trust, in which the Company owns all of the common
equity. The Trust then issued $25.0 million of Trust Preferred Securities, which pay interest quarteriy at =
threq-month"_Libor plus 1.31% to investors, which are secured by the Junior Subordinated Debentures and
the guarantee of the Company. The Junior Subordinated Debentures are ireated as debt of the Company
but qualify as Tier I capital of the Bank to the exient of the amount of the proceeds, which are invested in .
the Bank. The Trust Preferred Securities are callable by the Company on or after September 30, 2011. The
Trust Preferred Securities must be redeemed by the Company upon their maturity in the year 2036. '

ta . - I

Accounting for Derivative Instruments and Hedging

"The Company-may from time to time utilize derivative instruments such as interest rate swaps,
interest rate collars, interest rate floors, interest rate swaptions or combinations thereof to assist in its "
asset/liability management. In accordance with SFASNo. 133, “Accounting for Derivative Instruments,” -
the Company documents its hedge relationships, including identification of the hedging instruments and
the hedged items, as well as its risk management objectives and strategies for undertaking the hedge. Thé -
Company also-assesses, both at inception and at least quarterly thereafter,'whether the derivativé™ * -
instruments that are used in hedging transactions are highly effective in offsetting the chianges it either the
fair value or cash flows of the hedged item. For fair value hedges; both the effective and'ineffective - '+
portions of the changes in the fair value of the derivative, along with the gain'or loss on the hedged item
that is attributable to the hedged risk, are recorded in the statément of operations-within interest income
or interest expense. For cash flow hedges, the effective portion of the change in the fair value of the
derivatiVé'is fécorded in accumulated other comprehiensive income. When the hedged item impacts the
statement of operations, the gain or loss included in accumulated other comprehensive income is reported

- on the same line, in the statement of operations as the hedged i_tcrh. In addition, the,ineffective portion of .

the changés in the fair value of derivativ_es used as cash flow hedges is reported in the statement of .
operations. . ‘ . e e g '

T . toay -

As part of the Merger, the Company assumed the responsibility for a $20 million notional interest rate
swap whereby the Company paid a variable rate and received a fixed rate. The interest rate swap had been
used to hedge certain Federal Home Loan Bank borrowings of the former Chester Valley. On the ddte‘of
the Merger, the interest rate swap and.the hedged borrowings were marked to fair value in purchase -
accounting. In September 2005, the hedged borrowings were repaid and $10 million .notional amount of
the interest rate swap was unwound with the counter-party. After performing the appropriate
documentation of the derivative instrument, the Company designated the remaining $10 million notional,
amount interest rate swap as a fair value hedge of certain existing borrowings of Willow Financiat Bank. ,
The swap had the effect of converting a fixed rate borrowing to an adjustable rate borrowing. During the -
quarter ended December 31, 2003, .the derivative instrument ceased to be a highly effective hedge; .
therefore, the Company discontinued hedge accounting resulting in a pre-tax charge to the statement of
operations of $47 thousand. The interest rate swap was unwound in February 2006 without resulting in any .
additional impact to the statement of pperations. The basis adjustment that was previously recorded on the
hedged borrowing that is recorded in the statement of financial condition is amortized as an increase in
interest expense over the remaining life 0!f thé borrowing using the interest me‘t!h)od..

Additionally, in August 2003, Chester Valley purchaséd a $30.0 million noticnal amount 3.509%
six month LIBOR interest rate cap while simultaneously selling a $30.0 million notional amount 6.00% , .
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six-month LIBOR interest rate cap (“Interest Rate Corridor”) which expires in August 2008. Chester .
Valley paid-a net premium, which entitled it to receive the difference between six-month LIBOR from
3.50% up to 6.00% applied to the $30.0 million notional amount. Upon consummation of the Merger, the
Company assumed the Interest Rate Corridor and designated it to hedge certain borrowings of Willow,
Financial Bank, which were variable in nature and indexed to six-month LIBOR. The Interest Rate
Corridor was being used to hedge the cash flows of this borrowmg Prior to October 23, 2006, the Interest
Rate Corridor reduced the negative impact on earnings of the borrowings in a rising interest rate
environment. The fair market value of the Interest Rate Corridor had two components: the intrinsic value
and the time value of the option. The Interest Rate Corridor was marked-to-market quarterly, with
changes in the intrinsic value of the Interest Rate Corridor, net of tdx, included as a separate componcm of
other comprehensive income, and the change in the time value of the optjon included directly as interest
expense as required under SFAS 133. In addition, the ineffective portion, if any, would have been expenscd
in the penod in which meffectweness was determined.

On October 23, 2006, the Company unwound the Interest Rate Corridor and recogmzed a gain of
$804 thousand in the statement of operations upon repayment of the $30 million FHLB advance.

At June 30, 2007, the Company had five interest rate swap arrangements used to hedge specific loans
originated by.the Bank for which the transactions were economically beneficial to the Bank in passing
along the interest rate risk to-the borrower. The swaps effectively convert the rates from a floating rate
based on LIBOR to a fixed rate throughout the life of the underlying loans. At June 30, 2007, the total
outstanding notional amount on these swaps was $9.3 million. The weighted average floating and fixed
rates on these transactions were 4.6% and 5.3%, respectively at June 30, 2007. The Company lacked . -
sufficient documentation for these transactions to receive hedge accounting treatment. As such, the Bank
has recorded a net receivable of $196 thousand in other assets on the statements of financial condition at
June 30, 2007. The change in the fair value of the interest rate swaps is included as a component of other
income on the consolidated statements of income.

REGULATION

Set forth'below is a brief description of certain laws and regulations, which are applicable to Willow
Financial Bancorp and Willow Financial Bank, including our business segment, PCIS. The description of
these laws and régulations, as well as descriptions of laws and regulations contained elsewhere herein, does
not purport to be complete and is quahfled in its entirety by reference to the applicable laws and '
regulations.

General ‘

Willow Financial Bank, as a federally chartered savings institution, is subject to federal regulation and
oversight by the Office of Thrift Supervision extending to all aspects of its operations. Wilow Financial
Bank also is subject to regulation and examination by the Federal Deposit Insurance Corporation; which
insures the deposits of Willow Financial Bank to the maximum extent permitted by law, and requirements
established by the Federal Reserve Board. Federally chartered savings institutions are required to file -
periodic réports with the Office of Thrift Supervision and are subject to periodic examinations by the
Office of Thrift Supervision and the Federal Deposit Insurance Corporation. Federal laws and regilations.
determine the investment and lending authority of savings institutions, and such institutions are prohibited
from engaging in any activities not permitted by such laws and regulations. Such regulation and supervision
prtmanly is mtended for the protection of depositors and not for the purpose of protectmg stockholders.

. . N

The Office of Thrift Supervision regularly examines Willow Financial Bank and prepares reports for
consideration by its Board of Directors on any deficiencies that it may find in the Bank’s operations. The
Federal Deposit Insurance Corporation also has the authority to examine Witlow Financial Bank in its role
as the administrator of the Deposit Insurance Fund. Willow Financial Bank’s relationship with its
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depositors and borrowers also is regulated to a great extent by both federal and, to a lesser extent, state
laws, especially in such matters as the ownership of savings accounts and the form and content of Willow
Financial Bank’s mortgage requirements. The Office of Thrift Supervision’s enforcement authority over all
savings institutions and their holding companies includes, among other things, the ability to assess civil
money-penalties, to issue cease and desist or removal orders and-to initiate injunctive.actions. In general,
these enforcement actions may be initiated for violations of laws and regulations and unsafe or unsound
practices. Other actions or inactions may provide the basis for enforcement action, including misteading or
untimely reports filed with the Office of Thrift Supervision. Any change in such laws or regulations,
whether by the Federal Deposit Insurance Corporation, Office of Thrift Supervision or Congress, could
have a material adverse impact on us and Willow Financial Bank and our operations.

Willow Financial Bancorp, Inc.

Willow Financial Bancorp is a registered savings and loan holding company under Section 10 of the
Home Owners’ Loan Act, as amended and subject to Office of Thrift Supervision examination and
supervision as well as certain reporting requirements. In addition, Willow Financial Bank is subject to
certain restrictions in dealing with Wiliow Financial Bancorp and with other persons affiliated with the
Bank. ’ ‘

Generally, the Home Owners’ Loan Act prohibits a savings and loan holding company, such as us,
directly or indirectly, from (1) acquiring control (as defined} of a savings institution {or holding company
thereof) without prior Office of Thrift Supervision approval, (2) acquiring more than 5% of the voting
shares of a savings institution (or holding company thereof) which is not a subsidiary, subject to certain
exceptions, without prior Office of Thrift Supervision approval; or (3) acquiring through a merger,
consolidation or purchase of assets of another savings institition (or holding company thereof) or
acquiring all or substantially all of the assets of another savings institution (or holding company thereof)
without prior Office of Thrift Supervision approval or (4) acquiring control of an uninsured institution. A
savings and loan holding company may not acquire as a separate subsidiary a savings institution which has
its principal offices outside of the state where the principal offices of its subsidiary institution is ocated,
except (a) in the case of certain emergency acquisitions approved by the Federal Deposit Insurance
Corporation, (b) if the holding company controlled (as defined) such savings institution as of March 5,
1987 or (c) when the laws of the state in which the savings institution to be acquired is tocated specifically
authorize such an acquisition. No director or officer of a savings and loan holding company or person
owning or controlling more than 25% of such holding company’s voting shares may, except with the prior
approval of the Office of Thrift Supervision, acquire control of any savings institution which is not a
subsidiary of such holding company. i

o

Willow Financial Bank

Insurance of Accounts. The deposits of Willow Financial Bank are insured to the maximum extent
permitted by the Deposit Insurance Fund, which is administered by the Federal Deposit Insurance
Corporation, and are backed by the full faith and credit of the U.S. Government. As insurer, the Federal
Deposit Insurance Corporation is authorized to conduct examinations of, and to require reporting by,
insured institutions. It also may prohibit any insured institution from engaging in any activity the Federal
Deposit Insurance Corporation determines by regulation or order to pose a serious threat to the Federal
Deposit Insurance Corporation. The Federal Deposit Insurance Corporatign also has the authority to
initiate enforcement actions against savings institutions, after giving the Office of Thrift Supervision an
opportunity to take such action.- :

Under current Federal Deposit Insurance Corporation regulations, insured institutions are assigned
to onc of three capital groups which are based solely on the level of an institution’s capital—“well
capitalized,” “adequately capitalized,” and “undercapitalized”—which are defined in the same manner as
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the regulations establishing the prompt corrective action system discussed below. Effective January 1, 2007,
the previous nine risk classifications have been consolidated into four risk categories, which reflect varying
levels of supervisory concern, from those, which are considered to be healthy to those, which are
considered to be of substantial supervisory concern. The risk categories were created with rates during the
last six months of fiscal 2007 ranging from five basis points for well capitalized, healthy institutions, such as
Willow Financial Bank, to 43 basis points for undercapuahzed institutions with substantial supervisory
concerns. : :

In addition,‘all msmuuons with deposits insured by the' Federal Deposit Insurance Corporation are
required to pay assessments to fund interest payments on bonds issued by the Financing Corporation, a
mixed-ownership government corpofation established to recapitalize the predecessor to the Savings
Association Insurance Fund, The assessment rate for the third calendar quarter of 2007 was .00139% of
insured deposits and is adjusted quarterly. These assessments will continue until the Financing
Corporation bonds mature in 2019. The Federal Deposit.Insurance Corporation approved a one-time
assessment credit to banks and savings associations'in existence on December 31, 1996. The credit is
applied ona quarterly basis up to the amount of the respective quarter’s assessment. The remaining
balance of the Company’s credit-is $607 thousand at June 30,.2007. The Cdmpany anticipates the
assessment credit for the three months ended September 30, 2007 to be approximately $145,000. It is
anticipated that the assessment crecht will be fully utlllzed by December 31, 2008,

The Federal Deposit lnsurance Corporatton may terminate the deposit insurance of any insured
deposuory institution, inchiding Willow Financial Bank, jf.it determines after a hearing that the institution
has engaged or is engaging in unsafe or unsound practices, is in an unsafe or unsound conditionto -
continue operations, or has violated any applicable law, regulation, order or any condition imposed by an
agreement with the Federal Deposit Insurance Corporation, It also may suspend deposit insurance
temporarily during the hearing.process for the permanent termination of insurance, if the institution has
no tangible capital. If insurance of accounts is terminated; the.accounts at the institution at the time of the
termination, less subsequent withdrawals, shall continue to be insured for a period of six months to two
years, as determined by the Federal Deposit Insurance Corporation. Management is aware of no existing
circumstances, which would result in termination of Willow Financial Bank’s deposit insurance.

Deposit Insarance Reform. On February 8, 2006, President George W. Bush signed into law
legislation that'merged'the Bank Insurance Fund and the Savings Association Insurance Fund to form the
Deposit Insurance Fund, eliminated any disparities in bank and thrift risk-based premium assessments,
reduced the administrative burden of maintaining and operating two separate funds and established -
certain new insurance coverage limits and a mechanism for possible periodic increases. The legislation aiso
gave the Federal Deposit Insurance Corporation greater discretion to identify the relative risks all
institutions present to the Deposit Insurance Fund and set risk-based premiums.

Major prows;ons in the legislation mclude

¢ merging the Savings Association. Insurance Fund and Bank Insurance Fund, which became cffectwe
March 31, 2006; o , , o '

» maintaining basic deposit and municipal account insurance coverage at $100,000 but providing for a
new basic insurance coverage for retirement accounts of $250,000. Insurance coverage for basic
deposit and retirement accounts could be increased for inflation every five yearsin =+
$10,000 increments beginning in 2011;

» 'pr;)viding'the Federal Deposit Insurance Corporation with the ability to set the designat‘ed reserve
ratio within a range of between 1.15% and 1.50%, rather than maintaimng 1.25% at all limes
regard]ess of prevailing economic conditions; e

+ . 1

.-
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+ providing a one-time assessment credit of $4.7 billion to'banks and savings associations in existence
on December 31, 1996, which may be used to offset future premiums with certain limitations; and

e requiring the payment of dividends of 100% of the amount that the insurance fund exceeds 1.5% of

_ the estimated insured deposits and the payment of 509% of the amount that the insurance fund
exceeds 1. '35% of the estimated insured deposits (when the reserve is greater than 1. 35% but no
‘more than 1.5%).

Regulatory Capital Reqmrements The.Office of Thrift Supervision capital requirements consist of a
“tangible capital requirement,” a “leverage capital requirement” and a “risk-based capital requirement.”
The Office of Thrift Supervision is authorized to impose capital requirements in excess of those standards
on individual institutions on a case-by-case basis.

Under the tangible capital requirement, a savings bank ‘must maintain tanglble capital in an amount
equal to at least 1.5% of adjusted total assets. Tangible capital is defined as core capital less all intangible
assets (including supervisory goodwill), plus a specified amount of purchaséd mortgage- semcmg rights.

Under the levcragc capital reqmrement adopted by the Office of Thrift Supervision, savings banks
must mamtam ‘core’capital” in an amount equal to at least 3.0% of adjusted total assets. Core capital is
defined as common stockholders’ equity (including retained earnings), non-cumulative perpetual preferred
stock, and minority interests in the equity accounts of consolidated subsidiaries, plus purchased mortgage
servicing rights valued at the lower of 90% of fair market value, 90% of original cost or the current *
amortized book value as determined under generally accepted accountmg principles, and ‘qualifying
‘supervisory goodwill,” less non-qualifying intangible assets.

Under the risk-based capital requirement, a savings bank must maintain total capital (which is defined
as core capital plus supplemenitary capital) equal to at least 8.0% of risk-weighted assets. A savings bank
must calculate its risk-weighted assets by multiplying each asset and off-balance sheet item by various risk
fattors, which range from 0% for cash and securities issued by the United States Government or its
agencies to 100% for repossessed assets or loans more than 90 days past due.’ Qualifying one- to-four
family residential real estate loans and qualifying multi-family residential real estate loans (not more than
90 days delinquent and having an 80% or lower loan-to-value ratio) are weighted at a 50% risk factor.
Supplementary capital may include, among other items, cumulative perpetual preferred stock, perpetual
subordinated debt, mandatory convertible subordinated debt, intermediate-term preferred stock, and
general allowances for loan losses. The allowance for loan losses includable in supplementary capital is
limited to 1.25% of risk-weighted assets. The amount of supp]ememary capital that can be included is
limited to 100% of core capital. -

Certain exclusions from capital and assets are required for the purpose of calculating total capital, in
addition to the adjustments required for calculating core capital. Such exclusions consist of equity
investments (as defined by regulation) and that portion of land loans and non-residential construction
loans in.excess of an 80%.loan-to-value ratio and reciprocal holdings of qualifying capital instruments.
However, in calculating regulatory capital, institutions must exclude unrealized losses and gains on
securities available for sale, net of taxes, reported as a separate component of capital calculated accordmg

" to U.S. generally accepted accounting principles.

In its letter approving the merger of Willow Financial Bank and Chester Valley, the Office of Thrift
Supervision, as one of its conditions for approval, indicated that, for the periods ending December 31,
2005, 2006 and 2007, Wiliow Financial Bank must have tier one core capital ratios at least equal to 6.50%,
6.75%, and 7.25%, respectively, and total risk-based capital ratios at least equal to 11.97%, 12.02% and
12.40%, respectively. Willow Financial Bank also must submit to the Office of Thrift Supemsmn, quarterly
status reports detailing its compliance with the conditions on regutatory capital outlined'in its approval
letter. The Office of Thrift Supervision’s conditions for approval of the Bank Merger also indicated that,
for the periods ending Deqember 31, 2005, 2006 and 2007, Willow Financial Bancorp must have
consolidated tangible capital ratios at least equal to 5.14%, 5.59% and 6.12%, respectively. Willow
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Financial Bancorp also must submit to the Office of Thrift Supervision quarterly status reports. The
Company and Bank are in compliance with these regulatory capital ratios,

Office of Thrift Supervision regulations establish special capitalization requirements for savings banks
that own service corporations and other subsidiaries, including subsidiary savings banks. According to
these regulations, certain subsidiaries are consolidated for capital purposes and others are excluded from
assets and capital. In determining compliance with the capital requirements, all subsidiaries engaged solely
in activities permissible for national banks, engaged solely in mortgage-hanking activities, or engaged in
certain other activities solely as agent for its customers are “includable” subsidiaries that are consolidated
for capital purposes in proportion to Willow Financial Bank’s level of ownership, including the assets of
includable subsidiaries in which Willow Financial Bank has a minority interest that is not consolidated for
generally accepted accounting principles purposes. For excludable subsidiaries, the debt and equity
investments in such subsidiaries are deducted from assets and capital. At June 30, 2007, Willow Financial
Bank had no investments subject to a deduction from tangible capital.

Under currently applicable Office of Thrift Supervision policy, savings institutions must value
secutities available for sale at amortized cost for regulatory capital purposes. This means that in computing
regulatory capital, savings institutions should add back any unrealized losses and deduct any unrealized
gains, net of income taxes, on debt securities reported as a separate component of capital calculated
according to U.S. generally accepted accounting principles.

At June 30, 2007, Willow Financial Bank exceeded all of its regulatory capital requirements, mcludmg
capital requirements provided for with the approval of the Merger, with tangible, core and risk-based
capital ratios of 8.5%, 8.5% and 14.0%, respectively. P

The Office of Thrift Supervision and the Federal Dcposu Insurance Corporation generally are
authorized to take enforcement action against a savings bank that fails to meet its capital requirements,
which action may include restrictions on operations and banking activities, the imposition of a capital
directive, a cease-and-desist order, civil money penalties or harsher measures such as the appointment of a
receiver or conservator or a forced merger into another institution. In addition, under current regulatory
policy, a savings bank that fails to meet its capital requirements is prohibited from paying any dividends,

Prompt Corrective Action. Under the Federal Deposit Insurance Corporation Improvement Act
of 1991, the federal banking regulators are required to take prompt corrective action if an insured
depository institution fails to satisfy certain minimum capital requirements, including a leverage limit, a
risk-based capital requirement, and any other measure of capital deemed appropriate by the federal
banking regulator for measuring the capital adequacy of an insured depository institution. All institutions,
regardless of their capital levels, are restricted from making any capital distribution or paying management
fees if the institution would thereafter fail to satisfy the minimum levels for any of its capital requirements.

Under the Federal Deposit Insurance Corporation Improvement Act an institution is deemed to be
{a) “well capitalized” if it has total risk-based capital of 10.0% or more, has a Tier 1 risk-based capital ratio
of 6.0% or more, has a Tier | leverage capital ratio of 5.0% or more and is not subject to any order or final
capital directive to meet and maintain a specific capital level for any capital measure, (b) “adequately
capitalized” if it has a total risk-based capital ratio of 8.0% or more, a Tier 1 risk-based capital ratio of
4.0% or more and a Tier 1 leverage capital ratio of 4.0% or more (3.09 under certain circumstances) and
does not meet the definition of “well capitalized,” () “undercapitalized” if it has a total risk-based capital
ratio that is less than 8.0%, a Tier I risk-based capital ratio that is less than 4.09 or a Tier 1 leverage
capital ratio that is less than 4.0% (3.0% under certain circumstances), (d) “significantly undercapitalized”
if it has a total risk-based capital ratio that is less than 6.0%, a Tier 1 risk-based capital ratio that is less
than 3.0% or a Tier 1 leverage capital ratio that is less than 3.0%, and (e) “critically undercapitalized” if it
has a ratio of tangible equity to total assets that is equal to or less than 2.0%. Under specified
circumstances, a federal banking agency may reclassify a well capitalized institution as adequately
capitalized and may require an adequately capitalized institution or an undercapitalized institution to_
comply with supervisory actions as if it were in the next lower category (except that the Federal Deposit
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Insurance Corporation may not rec13551fy a mgmﬁcamly undercapnahzed institution as *
critically undercapitalized). : '

An institution generally' must file a writien capital Testoration plan which meets specified
requirements with its appropriate federal banking agency within 45 days of the date that the institution
receives notice or is deemed to have notice that it is undercapitalized, significantly undercapltallzcd or
critically undercapitatized. A federal banking agency must provide the institution with written notice of
approval or disapproval within 60 days after receiving a capital restoration plan, subject to extensions by
the agency. An institution that is required to submit a capital restoration plan must concurrently submit a
performance guaranty by each company that controls the institution. In addition, undercapitalized
institutions are subject to various regulatory restrictions, and the approprlate federal bankmg agency also

may take ‘any number of discretionary supervisory actions.

At June 30, 2007, Willow Financial Bank was in the “well capitalized” category for purposes of the
above regulations.

Safety and Soundness Guidelines. The Office of Thrift Supervision and the other fé'deral bank
regulatory agencies have established guldelmcs for safety and soundness, addressing operational and
managerial standards, as well as compensation matters for insured financial institutions. Institutions failing
to meet these standards may be required to submit compliance plans to their appropriate federal
regulators. The Office of Thrift Supervision and the other agencies have also established guidelines
regarding asset quality and earnings standards for insured institutions. Willow Financial Bank bellevcs that
it is in compliance with these guidelines and standards.

Capltal Distributions. Office of Thrift Supervision regulations govern capital distributions by
savings institutions, which include cash dividends, stock repurchases and other transactions charged to the
capital account of a savings institution to make capital distributions. A savings institution must file an
appllcatlon for Office of Thrift Supervision approval of the capital distribution if any of the following occur
or would occur as a result of the capital distribution (1) the total capnal distributions for the applicable
calendar year exceed the sum of the Il'lSllllltIOn s net income for that year to date plus the inStitution’s
retained net income for the precedmg two years, (2) the institution would not be at least adéquately
capnahzed following the distribution, (3) the distribution would violate any applicable statute, regulition,
agreement or Office of Thrift Supervision-imposed condition, or (4) the institution is not eligible for
expedited treatment of its filings. If the filiig of an application is not required, savings institutions that are
a subsidiary of a holding company (as well as certain other institutions) must still file a notice withi the
Office of Thrift Supervision at least 30 days béfore thé board of directors declares a dw1dend or approves a
capital distribution.

Branching by Federal Savings Instltutmns Office of Thrift Supetvision policy permits interstate
branching to the full extent permitted by statute (which is essentially unlimited). Generally, federal law
prohibits federal savings institutions from establishing, retaining or operating a branch outside the state in
which the federal institution has its home office unless the institution meets the IRS’ domestic building and
loan test (generally, 60% of a thrift’s assets must be housmg -related) (“IRS Test”). The IRS Test
requirement does not apply if: (a) the branch(es) result(s) from an emergency acquisition of a troubled
savings institution (however, if the troubled savings institution is acquired by a bank holding company, does
not have its home office in the state of the bank holding company bank subsidiary and does not qualify
under the IRS Test, its branching is limited to the branching laws for state-chartered banks in the state
where the savings institution is located); (b) the law of the state where the branch would be located would
permit the branch to be established if the federal savings institution were chartered by the state in which its
home office is located; or (c) the branch was operated lawfully as a branch under state law prior to the
savings institution’s reorganization to a federal charlter.

Furthermore, the Office of Thrift Supervision will gvaluate a branching appllcant s record of
compliance with the Community Reinvestment Act of 1977. An unsatisfactory Community Remvestmcnt
Act record may be the basis for denial of a branching application.
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Community Reinvestment Act and the Fair Lending Laws. Savings institutions have a responsibility
under the Community Reinvestment Act and related regulations of the Office of Thrift Supervision to help
meet the credit needs of their communities, including low- and moderate-income neighborhoods. In
addition, the Equal Credit Opportunity Act and the Fair Housing Act prohibit lenders from discriminating
in their lending practices on the basis of characteristics spzcified in those statutes. An institution’s failure
to comply with the provisions of the Community Reinvestment Act could, at a minimum, result in
regulatory restrictions on its activities, and failure to comply with the fair lending laws could result in
enforcement actions by the Office of Thrift Supervision, as well as other federal regulatory agencies and
the Department of Justice.

Qualified Thrift Lender Test. All savings institutions are required 10 meet a qualified thrift lender
test to avoid certain restrictions on their operations. Under Section 2303 of the Economic Growth and .
Regulatory Paperwork Reduction Act of 1996, a savings institution can comply with the qualified thrift
lender test by either qualifying as a domestic building and loan bank as defined in Section 7701(a)(19} of
the Internal Revenue Code or by meeting the second prong of the qualified thrift lender test set forth in
Section 10(m) of the Home Owncr s Loan Act. A savings institution that does not meet the qualified thrift
lender test must either convert to a bank charter or comply with the following restrictions on its .
operations: (a) the institution may not engage in any new activity or make any new investment, directly or
indirectly, uniess such activity or investment is permissible for a nanonal bank; (b) the branching powers of
the institution shail be restricted to those of a national bank; and (c) payment of dividends by the
institution shall be subject to the rules regarding payment of dividends by a national bank. Upon the
expiration of three years from the date the savings institution ceases to be a qualified thrift lender, it must
cease any activity and not retain any investment not permissible fora national bank (sub]ect to safety and
soundness considerations). :

Currently, the portion of the qualified thnft lender test that'is based on Section 10(m) of the Home
Owners’ Loan Act rather than the Internal Revenue Code requires that 65% of an institution’s “portfoho
assets” (as defined) consist of certain housing and consumer-related assets on a monthly average basis in
nine out of every 12 months. Assets that qualify without limit for inclusion as part of the 65% requirement
are loans made to purchase, refinance, construct, improve or repair domestic residential housing and
manufactured housing; home equity loans; mortgage-backed securities (where the mortgages are secured
by domestic residential housing or manufactured housing); stock issued by the Federal Home Loan Bank
of Plttsburgh and dlrect or indirect obligations of the Federal Deposit Insurance Corporation. Small
business loans, credit card loans and student loans are also mcluded without llmltauon as qualified
investments. In addition, the following assets, among others, may be included in meeting the test subject to
an overall limit of 20% of the savings institution’s portfolio assets: 50% of residential mortgage loans
originated and sold within 90 days of origination; 100% of loans for personal, family and household
purposes (other than credit card loans and educational loans); and stock issued by Fannie Mae or Fréddie
Mac. Portfolio assets consist of total assets minus the sum of (a) goodwill and other intangible assets,
(b) property used by the savings institution to conduct its business, and (c) liquid assets up to 20% of the
institution’s total assets. At June 30, 2007, approximately 69.5% of the portfolio assets of Willow Financial
Bank were qualified thrift mvestmcnts

Federal Home Loan Bank System. Willow Financial Bank is a member of the Federal Home Loan
Bank of Pittsburgh, which is one of 12 regional Federal Home Loan Banks that administer the home
financing credit function of savings institutions. Each Federal Home Loan Bank serves as a reserve or
central bank for its members within its assigned region. It is funded primarily from proceeds derived from
the sale of consolidated obligatii)ns of the Federal Home Loan Bank System. It makes loans to members
(i.e., advances) in accordance with policies and procedures established by,its board of directors. At
June 30, 2007, Willow Financial Bank had $190.1 million of Federal Home Loan Bank advances.

As a member, Willow Financial Bank is required to purchase and maintain stock in the Federal Home
Loan Bank of Pittsburgh in an amount equal 1o at least 1% of its aggregate unpaid residential mortgage
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loans, home purchase contracts or similar obligations at the beginning of each year or 5% of the members’
aggregate amount of outstanding advances and 0.7% of the members’ unused borrowing capacity. At
June 30, 2007, Willow Financial Bank had $11.4 million in stock of the Federal Home Loan Bank of
Pittsburgh, which was in compliance with this requirement. ! -

The Federal Home Loan Banks are required to provide funds for the resolution of troubled savings -
institutions and to contribute to affordable housing programs through direct loans or interest subsidies on
advances targeted for community investment and low- and moderate-income housing projects. These
contributions have adversely affected the level of Federal Home Loan Bank dividends paid and could
continue 10 do so in the future and could also result in the Federal Home Loan Banks imposing higher
interest rates on advances to members. These contributions also could have an adverse effect on the value
of Federal Home Loan Bank stock in the future. - .

Federal Reserve System. Federal Reserve Board regulations require all depository institutions to
maintain non-interest earning reserves against their transaction accounts (primarily NOW and Super
NOW checking accounts) and non-personal time deposits. At June 30, 2007, Willow Financiai Bank was in
compliance with these reseive requirements. The balances maintained to meet the reserve requirements
imposed by the Federal Reserve Board may be used to satisfy liquidity requirements.that-may be imposed
by the Office of Thrift Supervision. . . .o

Savings banks are authorized to borrow from a Federal Reserve Bank “discount window,” but Federal
Reserve Board regulations require savings banks to exhaust other reasonable alternative sources of funds,
including Federal Home Loan Bank advances, before borrowing from a Federal Reserve Bank.

Affiliate Restrictions. Section 11 of the Home Owners’ Loan Act provides that transactions between
an insured subsidiary of a holding company and an affiliate thereof will be subject to the restrictions that
apply to transactions between banks that are members of the Federal Reserve System and their affiliates
pursuant to Sections 23A and 23B of the Federal Reserve Act.

Generally, Section 23A and Office of Thrift Supervision regulations issued in connection therewith
limit the extent to which a-savings institution or its subsidiaries may engage in certain “covered
fransactions” with affiliates to an amount equal to 10% of the institution’s capital and surplus, in the case
of covered transactions with any one affiliate, and to an amount equal to 20% of such capital and surplus,
in the case of covered transactions with all affiliates. Section 23B applies to “covered transactions” and

. certain other transactions and requires that all such transactions be on terms and under circumstances that

are substantially the same, or at least as favorable to the savings institution or its subsidiary, as those
prevailing at the time for comparable transactions with nonaffiliated companies. A “covered transaction” is
defined to include a loan or extension of credit to an affiliate; a purchiase of investment securitiés issued by
an affiliate; a purchase of assets from an affiliate, with certain exceptions; the acceptance of securities '
issued by an affiliate as collateral for a loan or extension of credit to any party; or the issuance of a
guarantée, acceptance or letter of credit on behalf of an affiliate. Section 23B transactions also apply to the
provision of services and the sale of assets by a savings association 1o an affiliate. R

In addition, under Office of ThriftJSupervision regulations, a savings institution may not make a loan
or extension of credit to an affiliate unless the affiliate is engaged only in activities permissible for bank
holding companies; a savings institution may not purchase or invest in securities of an affiliate other than’
shares of a subsidiary; a savings institution and its subsidiaries may not purchase a tow-quality asset from
an affiliate; and covered transactions and certain other transactions between a savings institution or its * .
subsidiaries and an affiliate must be on terms and conditions that are consistent with safe and sound ‘
banking practices. With certain exceptions, each loan or extension of credit by a savings institution to an
affiliate must be secured by collateral with a market value ranging from 100% to 130% (depending on the
type of collateral) of the amount of the loan or extension of credit. o .

N
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- The Office of Thrift Supervision regulation generally excludes all non-bank and non-savings
institution subsidiaries of savings institutions from treatment as affiliates, except to the extent that the
Office of Thrift Supervision or the Federal Reserve Board decides to treat such subsidiaries as affiliates. .
The regulation also requires savings institutions to make and retain records that reflect affiliate
transactions in reasonable detail, and provides that certain classes of savings institutions may be required
to give the Office of Thrlft Supervision prior notice of affiliate transactions. . :

Federal Securities Law . o : . Lo

The Company’s common stock is registered with the SEC under the Securities Exchange Act of 1934
as amended. It is therefore subject to the information, proxy solicitation, insider trading’ restrictions and
other requirements of the Securities Exchange Act of 1934, as amended,

Sarbanes-Oxley Act of 2002 .

On July 30, 2002, the President signed into law the Sarbanes-Oxle)f Act of 2002 implementing
legislative reforms intended to address corporate.and accounting fraud. In addition to the establishment of
a new accounting oversight board which enforces auditing, quality control and independence standards and
is funded by fees from all publicly traded companies, the Sarbanes-Oxley Act restricts provision of both
auditing and consulting services by accounting firms. To ensure auditor independence, any non-audit .
setvices being provided require pre-approval by the Company’s audit committee. In addition, the audit
partners must be rotated. The Sarbanes-Osxley Act requires chief executive officers and chief financial
officers, or their equivalent, to certify to the accuracy of periodic reports filed with the SEC, subject to civit
and criminal penalties if they knowingly or willfully violate this certification requirement. In addition,
under the Sarbanes-Oxley Act, counsel will be required to report evidence of a material violation of the
securities laws or a breach of fiduciary duty by a company to its chief executive officer or its chief legal
officer, and, if such officer does not appropriately respond, to report such evidence to the audit.committee’
or other similar committee of the board of directors or the board itself. . : '

I.onger prison terms will also be applied to corporate executives who violate federal securities laws,
the period during which certain types of suits can be brought against a company or its officers has been
extended, and bonuses issued to top executives pnor to restatement of a company’s financial statements
are subject to dlsgorgcmcnt if such restatement was due to corporate misconduct. Executives are also
prohibited from insider trading during retirement plan “blackout” periods, and loans to compary
executives are restricted. In addition, a provision directs that civil penalties levied by the SEC as a resuit of
any judicial or administrative action under the Act be deposited to a fund for the benefit of harmed '
investors. The Federal Accounts for Investor Restitution (“FAIR™) provision ‘also requires the SEC to
develop methods of improving collection rates. The legislation accelerated the time frame for disclosures
by public companies, as they must immediately disclose any material changes in their financial condition or
operations. Directors and executive officers must also provide information for most changes in ownership
in a company’s securities within two business days of the change.

The Sarbanes-Oxley Act increased the oversight of, and codified certain requirements relating to
audit committees of public companies and how they interact with the Company’s “registered public
accounting firm” (“RPAF”), Audit committee members must be independent and are barred from
accepting consulting, advisory or other compensatory fees from the issuer. In addition, companies must
disclose whether at least one member-of the committee is a “financial expert” (as such term is defined by
the SEC) and if not, why not. Under the Sarbanes-O:dey Act, a RPAF is prohibited from performing
statutorily mandated audit services for a company if such company’s chief executive officer, chief financial
officer, comptroller, chief accounting officer or any person serving in equivalent positions has been
employed by such firm and participated in the audit of such company during the one-year petiod preceding
the audit initiation date. The Sarbanes-Oxley Act also prohibits any officer or director of a company or any
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other person acting under their direction from taking any action to fraudulently influence, coerce,
manipulate or mislead any independent public or certified accountant engaged in the audit of a company’s
financial statements for the purpose of rendering the financial statement’s materially misleading. The
Sarbanes-Oxley Act also required the SEC to prescribe rules requiring inclusion of an internal control
report and assessment by management in the annual report to shareholders, which became effective for the
Company for the fiscal year ended June 30, 2005. The Sarbanes-Oxley Act requires the RPAF that issues
the audit report to attest to and report on management’s assessment of the company’s internal controls. In
addition, the Sarbanes-Oxley Act requires that each financial report required to be prepared in accordance
with (or reconciled to) U.S. generally accepted accounting principle’s and filed with the SEC reflect all
material correcting adjustments that are identified by a RPAF in accordance with U.S. generally accepted
accounting principles and the rules and regulations of the SEC.

S

Regulation of WIS
General

As noted above, while WIS is no longer a subsidiary of the Company, it operates as a business
segment of the Company, and its results continue to be included in the Company’s consolidated financial
statements. WIS is subject to regulation by a number of federal regulatory agencies that are charged with
safeguarding the integrity of the securities and other financial markets and with protecting the interests of
customers participating in those markets. The SEC is the federal agency that is primarily responsible for
the regulation of broker-dealers and investment advisers doing business in the United States. The Federal
Reserve Board promulgates regulations applicable to securities credit transactions involving
broker-dealers and certain other institutions. Much of the regulation of broker-dealers, however, has been
delegated to self-regulatory organizations (“SROs”), principally the NASD (and ifs subsidiaries NASD
Regulation, Inc.), and the other national securities exchanges. These SROs, which are subject to oversight
by the SEC, adopt rules (which are subject to approval by the SEC) that govern the industry, monitor daily
activity and conduct periodic examinations of member broker-dealers. -

WIS is also subject to the Uniting and Strengthening America by Providing Appropriate Tools
Required to Intercept and Obstruct Terrorism Act of 2001 (the “USA Patriot Act’), signed into law on
October 26, 2001. The USA Patriot Act requires financial institutions to adopt and implement policies and
procedures designed to prevent and defeat money laundering. WIS believes it is in compliance with the .
USA Patriot Act.

Securities firms are also subject to regulation by state securities commissions in the states in which
they are required to be registered. WIS is registered as a broker-dealer with the SEC and in all 50 states
and in the District of Columbia, and is a member of, and subject to regulation by, a number of SROs,
including the NASD. ' ' : f :

As a result of federal and state registration and SRO memberships, WIS is subject to overlapping
schemes of regulation that cover all aspects of its securities business. Such regulations cover matters
including capital requirements, uses and safe-keeping of clients’ funds, conduct of directors, officers and
employees, record-keeping and reporting requirements, supervisory and organizational procedures
intended to assure compliance with securities laws and to prevent improper trading on material nonpublic
information, employee-related matters, including qualification and licensing of supervisory and sales
personnel, limitations on extensions of credit in securities transactions, clearance and settlement
procedures, requirements for the registration, underwriting, sale and distribution of securities, and rules of
the SROs designed to promote high standards of commercial honor and just and equitable principles of
trade. A particular focus of the applicable regulations concerns the relationship between broker-dealers
and their customers. As a result, the many aspects of the broker-dealer customer relationship are subject to
regulation including, in some instances, “suitability” determinations as to certain customer transactions,
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limitations on the amounts that may be charged to customers, timing of proprietary trading in relation to
customers’ trades and disclosuresto customers. .

WIS also is subject to “Risk Assessment Rules” imposed by the SEC which require, among other
things, that certain broker-dealers maintain and preserve certain information, describe risk management
policies and procedures and report on the financial condition of certain affiliates whose financial and
securities activities are reasonably likely to have a material impact on the financial and operationat
condition of the broker-dealers. Certain “Material Associated Persons” (as defined in the Risk Assessment
Rules) of the broker-dealers and the activities conducted by such Matenal Associated Persons may also be
subject to regulation by the SEC. .

WIS is registered as an investment adviser with the SEC. As an investment adviser registered with the
SEC, it is subject to the requirements of the Investment Advisers Act of 1940 and the SEC’s regulations
thereunder, as well as certain state securities laws and regulations. Such requirements relate to, among

-other things, limitations on the ability of an investment adviser to charge performance-based or non-

refundable fees to clients, record-keeping and reporting requirements, disclosure requirements, limitations
on principal transactions between an adviser or its affiliates and advisory clients, as'well as general anti-
fraud pl’OhlblthI’lS The state securities law requirements applicable to registered investment advisers are in
certain cases more comprehensive than those imposed under the federal securities laws.

In the event of non-compliance with an applicable regulation, govcmmental regulators and the NASD
may institute administrative or judicial proceedings that may result in censure, fine, civil penalties
(including treble damages in the case of insider trading violations), the issuance of cease-and-desist orders,
the deregistration or suspension of the non-compliant broker-dealer or investment adviser, the suspension
or disqualification of the broker-dealer’s officers or employees or other adverse consequcnces With the
sale of PCIS to Uvest, Uvest is now responsible for any such penalties or orders imposed on WIS _
subsequent to effectlve date of the sale, which was February 28, 2006. o

TAXATION
Federal Taxation = - ' .

General. The Company is subject to federal income taxation in the same general manner as other
corporations with some exceptions listed below. The following discussion of federal taxation is only
intended to summarize certain pertinent federal income tax matters and is not a comprehensive
description of the applicable tax rules. Tax years 2004, 2005 and 2006 are open under the statute of
limitations and subject 1o Teview by the Internal Revenue Service.

The Company files a consolidated federal'income tax return, which includes the Bank. Accordingly, it
is anticipated that any cash distributions made by it would be treated as cash dividends, and not as a
non-taxable return of capital to stockhotders for federal and state tax purposes.

Method of Accounting. For federal income tax purposes, income and expenses are rcported on the
accrual method of accounting and the Company flles its federal income taX return using a June 30 fiscal
year end. .

Bad Debt Reserves. The Small Business J ob Protection Act of 1996 (the “1996 Act”) eliminated the
use of the reserve method of accounting for bad debi reserves by savings institutions, effective for taxable
years beginning after 1995. Prior to the 1996 Act, the Bank was permitted to establish a reserve for bad
debts and to make additions to the reserve. These additions could, within specified formula limits, be -
deducted in arriving at taxable income. As a result of the 1996 Act, savings associations must use the

_specific charge off method in computing their bad debt deduction bcgmnmg with their 1996 federal tax

return. In addition, federal legislation requires the recapture {over a six year period) of the excess of tax
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bad debt reserves at December 31, 1995 over those established as of December 31, 1987. The Bank has no
excess reserves subject to recapture as of June 30, 2007,

Taxable Distributions and Recapture. Prior to the 1996 Act, bad debt reserves-created priorto ¢
January 1, 1988 were subject to recapture into taxable income if the Bank failed to meet certain thrift asset
and definitional tests. New federal legislation eliminated these thrift related recapture rules. However,
under current law, pre-1988 reserves remain subject to recapture should the Bank make certain non-
dividend distributions or ceases to maintain a bank charter. : . : i

At June 30, 2007, the Bank’s total federal pre-1988 reserve was approximately $8.9 million. The
reserve reflects the cumulative effects of federal tax deducuons for whlch no federal mcome tax provnslons
have been made.

Minimum Tax. The Code imposes an altemauve minimum tax (“AMT”) at a rate of 20% ona base
of regular taxable income plus certain tax preferences (“altemauve minimum taxable income”

AMTTI™). The AMT is payable to the extent such AMTI is in excess of regular incomé tax. Nel operatmg
losses can offset no more than 90% of AMTI. Certain payments of alternative minimum tax may be used
as credits against regular tax liabilities i in future years The Company has not been subject to the AMT nor
does it have any ‘such amounts available as credlts for carryover.

Net Operating Loss Carryovers. Net operating losses may be carncd back to the three precedmg
taxable years and forward to the succeeding 15 taxable years. This provision applics to losses incurred in
taxable years beginning before August 6, 1997. For net operating losses in years beginning after August 5,
1997, net operating losses can be carried back to the two'preceding taxable years and forward to the ..+
succeeding 20 taxable years with some exceptions. At June 30, 2007, the Company has no dperating loss .
carry-forwards for federal income tax purposes. . . . . '

Corporate Dividends—Received Deductmn The Company may exclude from i income 100% of
dividends received from a member of the same affiliated group of corporations. The corporate d1v1dends '
received deductlon is 80% in the case of dividends received from corporations, which a corporate recnplent
owns less than 80%, but at least 20% of the distribution corporation. Corporations, which own ‘less than
20% of the stock of a corporation distributing a dividend, may deduct only 70% of dividends received.

State and Local Taxation .

Pennsylvania Taxation. Willow Financial Bancorp is subject to the Pennsylvariia Corporate Net
Income Tax and Capital Stock and Franchise Tax. The Corporation Net Income Tax rate for fiscal 2007 is
9.99% and is imposed on the Company’s unconsolidated taxable income for federal purposes with certain
adjustments. In general, the Capital-Stock Tax is a property tax imposed at the rate of approximately
0.489% of a corporation’s capital stock value, which is determmed in accordance with a fixed formula
based upon.average net income and net worth.. . . . : ‘

The Bank is subject to tax under lhe Pennsylvama ‘Mutual Thrlft Institutions Tax Act (the “MTIT") "
as amended to include thrift institutions having capital stock. Pursuant to the MTIT, the tax rate is 11.5%.
The MTIT exempts the Bank from other taxes impdsed by the Commonweatth of Pennsylvania for state
income tax purposes and from all local taxation imposed by polmcal subdivisions, except taxes on real
estate and real estate transfers. The MTIT is a tax upon net earnings, determined in accordance with
U.S. generally accepted accounting principles (“GAAP”) with certain adjustments. The MTIT, in
computing GAAP income, allows for the deduction of interest earned on state and federal obhgatxons,
while disallowing a percentage of a thrift’s interest expense deduction in the proportion of interest income
on those securities to the overall interest income of the Bank. Net operatmg losses, if any, thereafter can
be carried forward three years for MTIT purposes. . : :
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Subsidiaries .

As of June 30, 2007, the Company’s sole direct subsidiary was Willow Financial Bank. At such date,
Willow Financial Bank had four direct subsidiaries, including Willow Grove Investment Corporation, a
Delaware corporation which holds and manages certain securities investments, and Witlow Grove
Insurance Agency, LLC, a Pennsylvania limited liability company formed to conduct permitted fixed-rate
annuity sales. As of June 30, 2007, Willow Financial Bank’s aggregate investment in these two subsidiaries
was $282.9 million. As a result of the Merger on Angust 31, 2005, D&S Service Corporation (“D&S
Service”) and First Financial Investments (“FF1”), which previously were subsidiaries of Chester Valley,
are now operating as active subsidiaries of Willow Financial Bank. D&S Service has participated in the
development for sale of residential prOpemes in particular condominium conversions, and devcloprnenl of,
commercial properties located in or within close proximity of Chester Valley’s market area and FFI
conducts retail investment service activities. D&S Service also operates two wholly owned subsidiaries,
Wildman Projects-and D&F Projects, Inc. As of June 30, 2007, the Bank hdd $1.7 million invested in D&S
Service and its subsidiaries.

Effective February 28 2006, the Company completed the sale of all outstandmg shares of capital stock
of WIS, fonner[y PCIS, to Uvest BD-A, Inc., a North Carotina Corporation and registered broker-dealer
(“Uvest”), for consideration of $100 but providing that such shares may be repurchased for $100 at any
time afier the closing date of the stock sale. Concurrently with the execution of the sale of WIS, the Bank
and Uvest entered into a related Sub-Clearing and Brokerage Services Agreement, which provides that an
affiliate of Uvest will provide securities clearing and certain supérvisory and compliance services for the
Bank, and a Financial Services Agreement between WIS and the Bank which provides that the Bank will
be entitled to 90% of the revenue generated by the securities brokerage and investment advisory activities
conducted at the WIS office and wiil bear substantially all operational and overhedd expenses. Upon
consummation of the sale of WIS stock to Uvest, WIS is no longer a subsidiary of the Company. However,
under the provisions of FIN 46R, “Consolidation of Variable Interest Entities”, the results of WIS
continue to be consolidated in the Company’s financial slatements. The affiliation agreement with Uvest
has the primary éffect of relieving WIS of direct responsibility for secumles clearing and certain back-
office and oversight obligations.

Item 1A. Risk Factors

The Company’s opemtmns are subject to interest rate risk and variations in interest rates may negatively affect
financial performance.

Our earnings and cash flows are largely dependent upon our net interest income. Net interest income
is the difference between interest income earned on interest-earning assets such as loans and securities and
interest expense paid on interest-bearing liabilities such as deposits and borrowed money. Changes in the
general level of interest rates may have an adverse effect on our business, financial condition and result of
operations. Interest rates are highly sensitive to many factors that are beyond our control, mcludmg
general economic conditions and policies ‘of various governmental and regulatory agencies and, in
particular, the Federal Reserve Board. Changes in monetary policy, including changes in interest rates,
influence the amount of interest income that the Bank receives on loans and securities and the amount of
interest that the Bank pays on deposits and borrowmgs Changes i in monetary policy and mterest rates also
can adversely affect:

« gur ability to originate loans and obtain deposits; ‘. -
» the fair value of our financial assets and liabilities; and

» the average duration of our securities portfolio.

34,




If the interest rates paid on deposits and other borrowings increase at a faster rate than the interest
rates received on loans and other investments, our net interest income, and therefore earnings, could be
adversely affected. Earnings could also be adversely affected if the interest rates received on loans and
other investments fall more quickly than the interest rates paid on deposits and other borrowings. The
Company measure interest rate risk under various rate scenarios using specific criteria and assumptions.

A summary of this process, along with the resuits of our net portfolio value simulations and gap analysis is
presented within “Quantitative and Qualitative Disclosures About Market Risk” in Item 7A. of this Annual
Report on Form 10-K.

The Company may be unable to sitccessﬁdbz implement its business strategy.

In recent years, our business plan has focused on the goals of changing the Bank’s operations to a full-
service community bank model, growing our franchise and maintaining a high level of asset quality. Our
acquisition of Chester Valley Bancorp in August 2005 significantly advanced our progress in achieving our
goals relative to changing the Bank to a full-service community bank and growing our franchise, The
Comapny expects to continue to build and “fill-in” our existing Bank branch network through acquisitions,
if prudently available, and additional de novo branch offices: No assurance can be given that the Company
will ultimately succeed in our business plan. Our efforts will depend upon, among other factors, (i) our
ability to retain.and grow our existing base of deposits in an efficient manner, (ii) maintaining and
expanding our commercial and consumer banking relationships in order to grow our loan portfolio,

(iii) attracting and retaining experienced commercial lenders and manageriat employees, (iv) maintaining
an efficient cost structure for our operations, (v) maintaining asset quality and (vi) effectively expanding
our branch network in southeastern Pennsylvania. The failure to achievé any of these factors could limit
the implementations of our businesses strongly and adver'sgiy affect our financial condition and results of
operations. C o . '
The Company is subject to Ielmi"t'ng }'_z'sk ar:td could suffer losses in our loan portfolio déspl'te its underwriting
practices. ’ ' - '

There are inherent risks associated with the Company’s lending activities. There are risks inherent in
making any loan, including those related to dealing with individual borrowers, nonpayment, uncertainties
as to the future value of collateral and changes in economic and industry conditions. The Company .
attempts to closely manage its credit risk through loan underwriting and application approval procedures,
monitoring of large loan relationship and periodic independent reviews of outstanding loans by our lending
department and third party loan review specialists. The Company cannot assure that such approval and
monitoring procedures.witl reduce these credit risks. . - - -
The Company’s loan portfolio includes commercial and multi-family real estate, commercial business and
construction loans, which generally have a higher degree of risk of loss than single-family residential loans.

As of June 30, 2007, approximately 39.1% of the Company’s total loan portfolio consisted of "
commercial real estate and multi-family rea] estate loans and construction loans. In addition, 8.4% of the
Company’s loan portfolio at June 30, 2007 consisted of commercial business Joans. The Company is
focused on increasing these types of loans in the future, These types of loans involve incrcaéed“r’isks
because the borrower’s ability to repay the loan typically depends on the successful operation of the
business or the property securing the loan. Additionally, these loans are made to small or middle-market
business customers who may be more vulnerable to economic conditions and who may not have :
experienced a complete business of economic cycle. These types ofiloans are also typically larger than
single-family residential mortgage loans or consumer loans. Furthermore, since.these types of loans
frequently have relatively large balarices, the deterioration of one or more of these loans could cause a
significant increase in non-performing loans and or non-performing assets. An increase in non-performing
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loans would result in a reduction in interest income recognized on loans. An increase in non-performing
loans also could require us to increase the provision for losses on loans and increase loan charge-offs, both
of which would reduce our net income. All of these could have a material adverse effect on the Company’s
financial condition and results of operations. :

Adverse economic and business conditions in our primary market area could cause an increase in loan
delinguencies and non-performing assets which could adversely affect the Company’s financial condttmn and
results of operations.

The substantial majority of our real estate loans are secured by properties located in Bucks,
Montgomery and Chester Counties, Pennsylvania, and Philadelphia and its suburbs in southeastern
Pennsyivania, central and southern New Jersey and Delaware. The Company’s results of operations and
financial condition may be adversely affected by changes in prevailing economic conditions, particularly in
the Philadelphia metropolitan area, including decreases in real estate values, adverse local employment
conditions, and other significant local events. Any deterioration in the local economy could result in
borrowers not being able to repay their foans, the value of the collateral securing the Company’s loans to
borrowers declining and the quality of the loan portfolio deteriorating. This could result in an increase in
delinquencies and non-performing assets or require the Company to record loan charge-offs and/or
increase the Company’s provisions for loan losses, which would reduce the Company’s earnings.

The Company’s allowance for losses on loans may be insufficient to cover actual losses on loans.

The Company maintains an allowance for losses on 1oans at a level believed adequate by us to absorb
credit losses irlherent in the loan portfolio. The allowance for losses on loans is a reserve éstablished
through a provision for losses on loans charged to expense that represents our estimate of probable
incurred losses within the loan portfolio at each statement of condition date and is based on the review of
available and relevant information. The level of the allowance for losses on loans reflects, among other
things, our consideration of the' Company’s historical experience, levels of and trends in delinquencies, the
amount of classified assets, the volume and type of lending, and current and anticipated economic
conditions, especially as they relate to the Company’s primary market area. The determination of the
appropriate level of the allowance for losses on loans inherently involves a high degree.of subjectivity and
requires us to make significant estimates of current credit risks and future trends. Our allowance for loan
losses may be insufficient to cover actual losses experienced on loans. Changes in economic conditions
affecting borrowers, new information regarding existing loans, identification of additional problem foans .
and other factors, both within and outside of our control, may require an increase in the allowance for
'losses on loans, In addition, bank regulatory agencies periodically review our allowance for losses on'loans
and may require an increase in the provision for losses on loans or the recognition of further loan charge
offs, based on judgments different from ours. Also, if charge offs in future periods exceed the allowance for
losses on loans, the Company will need additional provisions to increase our allowance for-losses on loans.
Any increases in the allowance for losses on loans will result in a decrease in net income and possibly
capital, and may have a material adverse effect on our financial condition and results of operations. .

The Company operates in a hxghiy comperltlve mdustry and market area with other ﬁnancml institutions oﬁ'enng
products and servrces similar to those the Company offers.

The. Company competes wilh savings associations, national banks, regional banks and other
community banks in makingloans, atiracting deposits and recruiting and retaining talented employees,
many of which have greater financial and technical resources than us. The Company also competes with
securities and brokerage companies, mortgage companies, insurance companies, finance companies,
money market mutual funds, credit unions and other non-bank financial service providers. Many of these .
competitors are.not subject to the same regulatory restrictions to which the Company is subject, yet are

36




able to.provide customers with-a feasible alternative to traditional banking services. The competition in our
market for making commercial and construction-loans has resulted in more competitive pricing as well as. -,
intense competition for skilled commercial lending officers. These trends could have a material adverse
effect on our ability to grow (irrespective of the limitations imposed by the supervisory agreements) and
remain profitable. In addition, if the Company experiences an inability to recruit and retain skilled
commercial lending officers, including experienced construction lenders, it could pose a significant barrier
to retaining and growing our customer base. The competition in our market for attracting deposits also has
resulted in more competitive pricing. . : : : )

The Company depends on the skills and performance of management. . i

The Company depends heavily on its management team to provide leadel"ship"‘and to implement its
strategic ptan. The Corppa'n);’s senior management team provides valuable financial expertise and '
administrative guidance. The loss of any member of our senior management team could impair the
Company’s ability to succeed. The Company can give no assurarices, however, that these executive officers
will continue in their éapacities or any specific periods of time. The loss of services of any member of the
Company’s senior management team may make it difficult for thé Company to implement our business
strategy and obtain and rct.ain customers. In addition, if any of the Company’s executive officers decides to
leave, it'ihay be difficult to replace him or her, and the Company would lose the benefit of the knowledge

he or she gained during his or her tenure. \ _

The Company’s future success depends largely. on its ability to identify, attract, hire, train, retain and
motivate other highly skilled technical, managerial, lending and professional personnel. Competition for
such employees is intense and there is a risk that the Company will not be able to successfully attract,
assimilate or retain sufficiently qualified personnel. If the Company fails to attract and retain the necessary
technical, managerial, sales and marketing; customer service personnel and experienced professionals, its
ability to successfully implement its business strategy as well as the Company’s results of operations and -
financial condition could be adversely affected.

The Company is subject to extensive goﬁemmem regulation and supervision which could adversely affect its
operations.

The Company is subject to extensive federal and state regulations and supervision. Banking
regulations are primarily intended to protect depositors’ funds, federal deposit insurance funds and the
banking system as a whole, not stockholders. These regulations affect the Company’s lending practices,
capital structure, investment practices, dividend policy and growth, among other things. Congress and
federal agencies continually review banking laws, regulations and policies for possible changes. Changes to
statutes, regulations or regulatory policies, including changes in interpretation or implementation of
statutes, regulations or policies, could affect the Company in substantiai and unpredictable ways. Such
changes could subject the Company to additional costs, timit the types of financial services and products
the Company may offer and/or increase the ability of non-banks to offer competing financial services and
products, among other things. Failure to comply with law, regulations or policies could result in sanctions
by regulatory agencies, civil money penalties and/or reputation damage, which could have a material
adverse effect on the Company’s business, financial condition and results of operations.

The Company’s management identified material weaknesses in its internal control over financial reporting.

As required by Section 404 of the Sarbanes-Oxley Act of 2002, the Company’s management has
conducted an assessment of the Company’s internal control over financial reporting. This assessment
resulted in the identification of certain significant deficiencies that, in the aggregate, represent a material
weakness in the Company’s intcrnal control over financial reporting. Consequently, the Company’s
management has concluded that the Corporation’s internal control over financial reporting was not
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effective as of June 30, 2007. A description of these items is included in Part 11, Item 9A. “Controls and
Procedures.” A material weakness is a significant deficiency, or combination of significant deficiencies,
that results in more than a remote likelihood that a material misstatement of the Company’s annual or
interim financial statements will not be prevented or detected. The net impact of the deficiencies identified
was.to reduce net income and diluted earnings per share by $917 thousand and $0.06, respectively, from

- the amounts previously reported by the Company in its press release dated August 8, 2007 which was
included as an exhibit to the Company’s Current Report on Form 8-K as filed with the SEC on August 9, -
2007 (File No. 0-49706). In addition, the Company has revised its net income, earnings per share and other
data for each of the first three quarters in fiscal 2007 from previously reported amounts. See “Selected
Quarterly Financial Data” at page 59. The Company’s management has developed appropriate
remediation steps to correct the deficiencies which were identified. The Company cannot be certain its
remediation effects will ensure that the Company’s management designs, implements and maintains |
adequate controls over the Company’s financial processes and reporting in the future or will be sufficient
to address and eliminate the material weakness identified. The Company’s inability to remedy the
identified material weaknesses or any additional deficiencies or material weaknesses that may be identified
in the future could, among other things, cause the Company to fail to file its periodic reports with the SEC
in a timely manner or require it to incur additional costs or to divert management resources. Due to its
inherent limitations, even effective internal control over financial reporting can provide only reasonable
assurance with respect financial statement preparation and presentations. These limitations may not
prevent or detect all misstatements or fraud, regardless of their effectiveness. In addition, the management
has also performed an evaluation of the effectiveness of the Company’s disclosure controls and
procedures. Based on this evaluation and the'identification of the material weakness in its internal control
over financial reporting, the Company’s management has concluded that the Company’s disclosure
conirols and procedures were not effective as of June 30, 2007. See Item 9A. “Controls and Procedures”
located in Part II of this report for further discussion regarding the Company’s disclosure controls and
procedures and internal controls.

Item 1B. Unresolved Staff Comments
Not applicable. '
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Item 2. * Properties
" As of June 30, 2007, the Company and the Bank operatcd from the following locations:

"
' At June 30, 2007
Owned or Lease Net book
Leased expiration date value Deposus
(pollars in thousands)

Executive office and branch office: ,
170 South WarnerRoad . .........ooieinnnan Leased December2015 $ 979  § 76,903
‘Wayne, PA 19087 )

Former operations center:

101 WitmerRoad. ........cvveevvienve-onanat..  Leased December 2008 nfa nifa

Horsham, PA 19044-2200
Branch offices:

Welsh and Norristown Roads ................. Leased January 2026 286 115;927
Maple Glen, PA 19002-8030 . - : , :
1555 W.StreetRoad ... ..o iiin i Leased December 2010 17 34,089
Warminster, PA 18974-3103 : ' ) .

1141 Iwyland Road . ...oovvvoeoiei s Leased June 2009 3-- - 2323
Warminster, PA 18974-2048 K _ Do

9EastonRoad .........c..oi it Owned n/a 748 93,259
Willow Grove, PA 19090-0905 . .

701 TwiningRoad ................ooiiiinn, Leased January 2026 16 57,661
Dresher, PA 19025-1894 .

761 Huntingdon Pike........o.ooiveeenn. .- Leased January 2026 10 - 49,271
Huntingdon Valley, PA 19006-8399 : .

2N.YorkRoad .......ccoiii it Leased  September 2007 5 30,647
Hatboro, PA 19040-3201

1331 Easton Road .......covvveeeiinnennnnns Leased  December 2008 '17 © 12,691
Roslyn, PA 19001-2426 - Ve

11730 Bustleton Avenue . . .......oveviiianann. Leased February 2014 13 34,609
Phitadelphia, PA 19116-2516 :

122 N, Main Street............. R S, Leased February 2010 " 38 11,889
North Wales, PA 19454-3115 ‘

8200 CastOr AVENUE. . o.vvuvrvrrennrasrirsnnns Leased  December 2009 55 21,461
Philadelphia, PA 19152-2719 : )

735 Davisville Road . .. ....ovverreeinnennn. Leased May 2011 118 16,236
Southampton, PA 18966-3276 . _

1452 Buck ROAd . ... .o oeneiieaerionneeniinnn Leased - September 2007 9 10,309

C-8 Village Shires Center
Holland, PA 18966-2626

9869 BUSHEton AVENUE . .« v+ eveeereerennenns. Leased  July 2012 157 12490

Belair Shopping Center
Philadelphia, PA 19115-2611

102 Airport Road. . ...ooovviiien s Owned < nfa o 210 29,861
Airport Village Shopping Center . : .
Coatesvilte, PA 19320..
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At June 30, 2007
Owned or Lease Net book
Leased expiration date value Deposits
’ j (Dollars in thousands)
119 Pennsylvania Avenue ..................... Owned n/a $ 462 3 9,746
Avondale, PA 19311 ‘
82QbarryRoad ............. .ol Leased August 2011 49 35,314
Brandywine Square Shopping Center
Downingtown, PA 19335 ‘ .
112 East Lincoln Highway .................... Leased January 2026 § 32,825
., Coatesville, PA 19320(1) ' .
414 Lancaster Avenue........................ Leased January 2026 7 . 22,199
Devon, PA 19333 ‘ :
100 East Lancaster Avenue ................... Leased January 2026 61 64,372
Downingtown, PA 19335 B
300 Simpson DAVE . . . ... v e Lzased  January2018 - 56 13,166
Chester Springs, PA 19425 . L ' .
601 North Pottstown Pike..................... Leased  January 2026 18 '63,418
Exton, PA 19341 :
200 West Lancaster Avenue................... Leased January 2026 64 46,895
Frazer, PA 19355 ‘

838 East Baltimore Pike . ..................... Owned n/a 't 530 24,848
Marlborough Square Shopping Center -
Kennet Square, PA 19348

3909 Lincoln Highway. .. .. e Leased  September 2007 27 47,441
Caln Village Shopping Center
Downingtown, PA 19335

16 East Market Street . ....................... Leased  September 2007 - nfa 16,951
West Chester, PA 19382 ‘ .
1197 Wilmington Pike ....... ...l Leased  November2009 .. 82 - 75061

Westtown Village Shopping Center
West Chester, PA 19382

220 E. Street Rd Feasterville, PA 19053 ........ Leased January 2022 . 450 . 10,285

WIS office:
One Liberty Place, Suite 3050 -
Philadelphia, PA19103..................... Leased May 2009 nfa n/a

TOtAl. . vt $4,495  $1,093,055

(1) The Company owns an adjacent building with a current book value of $0 and is currently subject to an
Agreement of Sale.

(2) The Company has executed a lease for an additional branch location in Oxford, PA, which opencd in
- September 2008, - .

ftem 3.  Legal Proceedings

«As previously described in the company’s prospectus/joint proxy statement dated April 27, 2005 and
included in its registration statement on Form S-4 (file No. 333-123622) filed in connection with the -
Merger, FFB previously received a subpoena from the Regional Municipal Securities Courisel in the -
Philadelphia Office of the Securities and Exchange Commission (the “SEC”). The subpoena arose out of a
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non-public SEC investigation titled “Hummelstown General Authority,” which Authority issued non-rated
revenue bonds now in default, underwritten by the firm of a former director of Chester Valley and FFB.
The SEC subpoena requested the production of certain documents concerning FFB’s involvement with
non-rated municipal securities, including those issued to finance the Whitetail Golf Course by the Dauphin
County General Authority and the Hummelstown General Authority, through the former director’s firm,
and related matters. FFB previously produced documents to the SEC and certain officers of FFB provided
testimony to the SEC in response to'the SEC’s voluntary request for assistance in this matter. On August 3,
2006, the SEC filed a complaint in federal court against the former director, his wifé,‘and the former g
director’s firm. The Bank is not named as a defendant in the complaint filed by the SEC. B

FFB is a party to three civil actions relating to some of the revenue bonds which are the subject of the '
SEC investigation described above. On August 30, 2005, a writ of summons was filed by the. Boyertown
Area School District (“Boyertown”) in the Court of Common Pleas, Montgomery County, Pennsylvania |
commencing a civil action against, inter alia, FFB. Boyertown Area School District v. First Financial
Bank et. al.,No. 0521799. A complaint was filed on November 9, 2005, asserting the following claims
against FFB: Breach of Trust Indenture and Fiduciary Duties (Count 1), Breach of Fiduciary Duties
(Count 2), Civil Conspiracy (Count 3), and Concerted Action (Count 4). On September 19, 2005, Red
Lion Area School District (“Red Lion”) filed a complaint in the Court of Common Pleas, York County,
Pennsylvania, against inter alin, FFB. Red Lion Area School District v. Bradbury et. al., No. 2005S8U1656Y01;
No. 20055U2544Y01. This case has been transferred to the Court of Common Pleas of Montgomery
County, Pennsylvania, and an amended complaint was filed on October 18, 2006. The amended complaint
asserts the following claims against FFB: Declaratory Judgment (Count 15), Breach of Trust [ndenture
(Count 16), Civil Conspiracy (Count 17), Civil Conspiracy—Alternative Legal Basis (Count 18), Breach of
Common Law Duties as Trustee (Count 19), Tortious Action in Concert/Aiding and Abetting Fraud
(Count 20), Breach of Trust Indenture (Count 21), Breach of Fiduciary Duties (Count 22), Vicarious
Liability and Respondeat Superior (Count 23), Unjust Enrichment (Count 24), and Unjust Enrichment
{Count 25). On March 16, 2006, Perkiomen Valley School District (“Perkiomen”) filed a complaint in-the
Court of Common Pleas, Montgomery County, Pennsylvania, against, inter alia, FFB Perkiomen Valley'
School District v. First Financial Bank et.al., No. 0606533 The complaint asserts the following claims against
FFB: Breach of Trust Indenture (Count 1), Breach of Fiduciary Duties (Count 2), Vicarious Liability and
Respondeat Superior (Count 3), Civil Conspiracy (Count 4), and Coricert of Action (Count 5). The actions
have been consolidated for discovery and case management purposes, but not for trial. The Bank’s answers
were pravided on September 6, 2007, with respect to the Red Lion matter, and September 10, 2007, with
respect to the Boyertown and Perkiomen matters. Discovery is in its initial stages. The Company believes
the above noted lawsuits are without merit and intends to vigorously defend itse!f in the suits.

On June 16, 2007, Cincinnati Insurance Company (“Cincinnati”) commenced a declaratory judgment
attion in federal court against the Bank, Red Lion, Boyertown, and Perkiomen secking a declaration that
Cinncinnati is not obligated to provide insurance coverage to the Bank in connection with the SEC
subpoena and the litigation brought by Red Lion, Boyertown, and Perkiomen: Cincinnati Insurance
Company v. First Financial Bank et al., 07-02389 (E.D. Pa.). The Bank’s answer was provided on
September 20, 2007 t '

Other than the above referenced litigation, the Company is involved in various legal proceedings -
occurring in the ordinary course of business. Management of the Company, based on discussions with
litigation counsel, believes that such proceedings will not have a material adverse effect on the finarcial
condition or operations of the Company. There can be no assurance that any of the outstanding legal
proceedings to which the Company is a party will not be decided adversely 10 the Company’s interests and.
have a material adverse effect on the financial condition and operations of the Company.

1

Item 4.  Submission of Matters to a'Vote of Securitylﬂolders ' '
Not applicable T oo 0 . : ' v
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- PARTII

Item5.  Market for Reglstrant’s Common Equity, Related Stuckholder Matters and Issuer Purchases
of Equity Secuntles

{a) Our common stock is traded on the NASDAQ Global Select Market {NASDAQ) under the
symbol WFBC. At September 24, 2007 there were 2,503 registered shareholders of record, not including
the number of persons or entities whose stock is held in nominee or “street” name through various
brokerage firms and banks. On January 23, 2007, the Company’s Board of Directors authorized a 5% stock
dividend which was paid on February 23, 2007 to sharcholders of record after the close of business on
February 9, 2007. The following table shows the quarterly high and low trading prices of our stock and the
amount of cash dividends declared per share for our past two fiscal years, The market prices and dividends
for periods prior to February 23, 2007 have been adjusted to glve retroactlve effect to the 5% stock
dividend.

. ' Stock Price Cash dividends
. . Y , . High. Low per share
Quarter ended: . . " - X '

June 30,2007 ... e $13.00 $11.25 $0.115
"March31,2007. .. o.ooei e AU - . 1422 1155 0115
December 31,2006, ................... A Lo 1574 1370 0115
September 30, 2006. .. ......... P RERR PP 16.20  14.10 0.115

June 30,2006 ........... e e $17.36  $15.15 . $0.115 .
- March31,2006.................... P B ’ 16.95 1450 0.115
December 31,2005 .............. e, e 15.22 14.00 0.115
September30,2005. ... .. ... 1520 1409 . 0.115

‘v

The mformatmn for-all equity based and mdwldual compensanon arrangements is mcorporated by
reference from Item 12 hereof. :

(b) 'Not applicable
(c) Purchases of Equ:ty Securities

.The followmg table represents the repurchasmg activity of the share repurchase program durmg the
fourth quarter of fiscal 2007: oot

!

Maximum

Total Number  Number of
of Shares Shares that
Purchased as  May Yet Be

Total- Part of Publicly  Purchased

Number of Average Announced Under the
. . Shares Price Paid Plans or Plans or

Period . Purchased per Share Programs Programs ,
Month #1 April 1 2(]07 Apnl 30,2007............, . go— 5 nfa 808,363
Month #2 May 1, 2007 - May31,2007 .............. 148,300 11.62 148,300 660,063
Month #3 June 30, 2007 - June 30,2007............. 56,000 12.68 56,000 604,063
Total......... e edeeiieienieieieei.... 204300 $1191 204300 604,063

§

Notes to this table:

{a) On January 24, 2007, the Company issued a press release announcing that the Board of Dlrectors
authorized a share repurchase program (the “Program”). :

(b) The Company was authorized to repurchase 5% or 873,263 shares of the outstanding shares.
(¢} The Program has an expiration date of January 23, 2009,
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Item 6. Selecteq Financial Data

At June 30, :
2007 2006 2005 2004 2003
{Dollars in thousands) .
Total aSSets .. oovvvveerevrnrcaiinnns $1,550,344 $1,577.060 $959,255 $921,592 §$345,124
Cash and cash equivalents ...:........ 58,728 37,219 20,609 39,445 98,040
Securities held to maturity ............ 88,363 105,561 164,451 98,513 17,320
Securities available forsale ........... 188,339 196,925 148,517 234207 . 291,885
Loans heldforsale................... 8,075 2,635 1,795 1,136 5,293
Loans receivable,net................. 1,036,098 1,063,882 584,187 524,189 413,799
Deposits. .. oovvirriiiir i 1,093,055 1,018,390 602,678 603,115 586,643
BOITOWINES <. vvvvveeiianinnrenanes 235,588 338,866 237,400 ° 206,168 132,557
Total stockholders’ equity. ............ 205,335 203,398 107,043 103,776 117,130
For the year ended June 30,
2007 1006 2005 2004 2003
(Dellars in thousands, except per share data)

INtereSt iNCOME. ..o vvvvvrverrreenuens $ 8,273 § 81,530 § 49,679 § 40,628 § 46,445
Interest €Xpense .. ....ovveeeearsannns 41,268 32,238 18,749 15,074 18,746
Net interest income .........vveeennn. 45,005 49,292 30,930 25,554 27,699
Provision for loanlosses .............. 653 3,205 1,232 426 - 1,034
Net interest income after provision for - .

loan loSSES . . vt e eiii e ianaanees 44,352 46,087 29,668 25,128 26,665
Non-interest income ...........ovovu 12,498 7,647 3477 - 3,983 3,492
Non-interest expense................. _ 45,059 37,402 23,397 20,390 19,058
Income before income taxes........... 11,79 16,332 9,778 8,721 11,099
Income tax eXPense . .. ..vueevennne s 3,396 5,256 3,052 2,610 3,610
NetinCome ...oovvevivvnnrreennernns 8,395 11,076 * 6,726 6,111 7,489
Earnings per share—diluted(1)........ $ 054 $ 077 $ 070 § 059 § 068
Earnings per share—basic().......... 0.55 0.79, 0.67 .0.63 0.71
Cash dividends declared per share(1). .. 0.46 0.46 0.44 0.36 0.29
Dividend payout ratio . . ... e 85.19% 59.74% 65.67% 61.02% 42.65%
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At or for the year ended June 30,

207 2006 2005 2004 2003

Return on average assets .........,.., 0.55% 0.74% 0.70% 0.73% 0.93%
Return on averageequity ....:........ 4.03 5.96 6.33 5.56 6.10
Average interest-earning assets to

average interest-bearing liabilities . .. 104.1 1044 121.3 124.2 127.1
Interest rate spread(2). ............... 3.20 362 309 ° 294 T 291
Interest rate margin(3) ............... 333 o3 330 317 355
Non-performing assets to total SR

assets(4)..........enls [T . 0.25 1.00 0.33 0.40 - 0.48
.Allowance for loan losses to: '

Non-pérforming loans.............. 371 1064 2215 188.0 1439°

Total loans less deferred fees. . ... ... . 1.16 1.55 1.05 0.99 1.27
Average stockholders’ equity to . ' : : '

AVETAge assels .. .ouvvvieniiiin., 13.57 12.47 10.88 13.10 15.19
Tangible stockholders’ equity to end of '

periodassets .. ................ 0. . T 6.18 6.09 11.07 11.43 13.52
Total regulatory capital to - '

risk-weighted assets(5) ............. 14.04' 13.18 17.70 17.72 19.6]

b

(1) The earnings and dividends per share and amounts for periods prior to February 23,2007 have been
adjusted to glve retroactive effect to the 5% stock dividend.

(2) The weighted average yleld on interest-earning assets less the weighted average cost of
interest-bearing liabilities.

(3) This represents net interest income as a percentage of average interest-earning assets.

{4) Non-performing assets equal non-accrual loans, troubled debt restructurmgs plus accruing loans 90 or
more days past due and real estate owned.

(5) This ratio relates to the Bank only. -
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Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations

The following discussion is intended to assist in understanding our financial condition, and the results
of operations for Willow Financial Bancotp, Inc.; and its subsidiary Willow Financial Bank, for the fiscal
years ended June 30, 2007, 2006 and 2005. The information in this section should be read in conjunction
with the Company’s financial statements and the accompanying notes included elsewhere herein.

o . .

General

. - ' [ s P .- . ! .

Net income.is largely driven by net interest income, which is the difference between the income
carned on interest-earning assets and the interest paid on interest-bearing liabilities and the relative
amount of our interest-earning assets to interest-earning liabilities, Non-interest income and expenses, the
provision for loan loSses and income tax expense' also affect the Company’s results of ope'ralions.

¢

k + o,

Critical Accounting Policies - -

The following discussion and analyéis of the Company's finépcial condition and results of operations is
based upon consolidated financial statements, whlich hayve t_)feen' prepared in accordance with U.5. generally
accepted accounting principles. The preparation of these financial statements requires management to
make estimates and judgments that affect the reported amounts of assets and liabilities, revenues and
expenses and related disciosures of contingént assets and'liabilities at the date of the financial stateménts.
Actual results may differ from these estimates u'nder different assumptions or conditions:" ot

In management’s opinion, the most critical accounting policies, affecting the consolidatéd financial
statements are: | i . _ . . N e
1. Evaluation of the allowance for loan losses. The determination of the-allowance for loan losses
involves significant judgments and assumptions by management which may have a material ¢
impact on the carrying value of net loans and, potentially, on the amount of net income we
. Tecognize fromlperiod to period. Fora description of the mc_thods: the Company uses (o
- determine the adequacy of the allowange for foan losses, sec “Results of Operations—Provision

for Loan Losses.” ! PR

1 .
. A e

2. Realization of deferred income tax items.. Included in other assets is a “net deferred tax asset”,
which is an estimate of net deferred tax assets and deferred tax liabilities. These estimates involve
significant judgments and assumptions by.management, which.may have a material efféct on the.,
carrying value of this asset for financial reporting purposes. For a-more detailed description of
these items and estimates, sce Note 14 (Income Taxes) to the audited consolidated financial
statements at and for the fiscal year ended June 30, 2007. - ot

3. Gobdwill and core deposit intangibles.  Goodwill represents the excess cost'over fair value of

- assets acquired over liabilities as a:result of the Merger and earlier branch acquisitions. Core
deposit intangibies are a measure of the value of the checking, savings and money market

- deposits acquired in the Merger accounted for under the purchase method. The core deposit
intangible is being amortized to expense over a twelve-yéar life using a method that approximates
a level yield method. The Company follows the provisions of SFAS No. 142, “Goodwill and Other

.Intangible Asscts,” and performs.impairment tests of theintangible assets as well as the review of
the estimated life at least annually and impairment losses are recognized if the carrying value of
the intangible exceeds its fair value. The Company has not recorded any impairment losses as a
result of this analysis during fiscal years 2007, 2006 and 2005, g '

The Notes to Consolidated Financial Statements identify other significant accounting policies used in’
the development and presentation of the financial statements./This discussion and analysis, the significant
accounting policies and other financial statement disclosures identify and address key variables and other
qualitative and quantitative factors that are necessary for an understanding and evaluation of the Company
and its results of operations.
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Changes in Financial Condition

General. Total assets decreased by $26.7 million, or 1.7% at June 30, 2007 from $1.6 billion at
June 30, 2006. The net loan portfolio decreased $27.8 million or 2.6% while total. deposnts increased by
$74.7 million or 7.3%. .

Cash and Cash Equivalents. Cash and cash equivalents, which consist of cash on hand and in other
banks in interest-earning and non-interest earning accounts, amounted to $58.7 million and $37.2 million
at June 30, 2007 and 2006, respectively. The increase in cash and cash equivalents of $21.5 million or
57.8% was primarily the result of the growth in interest-bearing deposits, repayment of loan balances and
sales and repayments of investment securities.

Securities At.'ailable for Sale. At June 30, 2007, investment securities that were classified as available
for sale (*AFS”) totaled $188.3 million, compared to $196.9 million in AFS securities at June 30, 2006. The
decrease in available for sale securities was due to sales and repayments in the investment portfolio with.
the proceeds primarily being utilized to repay higher costing borrowings. The unrealized loss, net of
income taxes, on AFS securities amounted to approximately $3.2 million at June 30, 2007 compared to
$4.1 million at June 30, 2006. The increase in unrealized loss was the result of a rise in short-term interest
rates during the year.

Securities Held to Maturity. At June 30, 2007, investment securities classified as held to maturity
totaled $88.4 million, compared to $105.6 million in held to maturity securities at June 30, 2006. Held to
maturity securities were comprised primarily of CMOs and mortgage-backed securities. The decrease in
held to maturity securities was the result of principal repayments experienced in the portfolio with the
proceeds primarily being utilized to repay higher costing borrowings. Held to maturity investment
securities are carried at amortized cost. In order to more effectively manage its interest rate risk, the
Company plans limited additions to its HTM portfolio.

Loans. 'The net loan portfolio, which does not include loans held for sale, decreased $27.8 million or
2.6% from $1.1 billion at June 30, 2006. The decrease was primarily the result of increased repayment
levels within the construction and commercial real estate loan portfolios, which decreased $19.9 million
and $9.3 million, respectively, at June 30, 2007 compared to June 30, 2006. The commercial real estate loan
decrease includes the sale of a non-performing commercial real estate loan of $3.5 million and the
liquidation of $2.0 million in real estate of a previous non-performing loan. In addition, single family
residential loans decreased $25.3 million at June 30, 2007 compared to June 30, 2006 as a part of
management’s strategy to reduce reliance on long-term single family residential mortgage loans.
Commercial business loans increased by $7.5 million from June 30, 2006 to June 30, 2007. This increase
occurred despite the charge-off of a $2.9 million commercial business borrowing reiationship. At June 30,
2007, home equity loans and lines of credit increased $13.2 million compared to June 30, 2006.

With the inverted (long term rates are lower thin short term rates) and/or flat yield curve experienced
during the year, a number of loans within the commercial real estate portfolio were refinanced through
other lenders who offered extended terms without recourse. Additionally, the construction loan portfolio
included larger residential projects, which sold at a more rapid pace than anticipated and the demand for
new construction was not as robust as a result of a slowing in the housing market. The Company plans to
focus its growth in commercial lending with a focus on small businesses, middie market commercial loans,
commercial real estate lending, as well as consumer lending,

The aitowance for loan losses decreased to $12.2 million at June 30, 2007 compared to $16.7 million at
June 30, 2006, due primarily to charge-offs recorded during the year. The current fiscal year provision for
loan losses decreased from fiscal 2006 by approximately $2.6 million due largely to an $11.9 million
decrease in non-performing loans. During the cusrent fiscal year, the Company recorded net charge-offs of
$5.2 million due largely to the charge-off of two loan relationships which were categorized as non-accrual
at June 30, 2006.
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Loans Held for Sale. Mortgage loans originated or purchased with the intention of being sold into the
secondary market are classified as held for sale and are carried at the lower of aggregate cost or fair value
with any unrealized loss reflected in the consolidated statements of income. At June 30, 2007, $8.1 million
of fixed-rate, single-family residential mortgages were classified as held for sale compared to $2.6 million in
loans classified as held for sale at June 30, 2006. The increase of $5.5 million resulted primarily from an
increase in the Bank’s expansion of this business line as well as the timing of the origination of the loans
and the ultimate delivery to the purchaser of the loans. In order to mitigate the risk of loss on the sale of
these loans, the Company generally commits these loans for sale, on a best efforts basis, to a third party at
the time that the borrower locks the loan with the Company.

v

' Intangible Assets. At June 30, 2007, intangible assets aggregated $109.5 mitlion as comparcd to
$107.0 million at June 30, 2006. Intangible assets include a core deposit intangible of $10.9 million, which
resulted from the acquisition of Chester Valley. The core deposit intangible is being amortized using an
accelérated method over a 12-year life. Intangible assets also include goodwill, which primarily represents
the excess cost over fair value of assets acquired over liabilities as a result of the Chester Valley acquisition:
The goodwill that resulted from the Chester Valley acquisition was approximately $93.2 million. As a result
of the BeneServ acquisition, goodwilt of $1.0 million and customer intangibles of $3.5 million were
recorded at June 30, 2007. The customer intangible balance is being amortized using a straight line method
over a 10-year life. The remaining balance of the goodwill relates to a branch acquisition in 1994
approximated $848 thousand at June 30, 2007. Goodwill is measured for impairment at least annually. The
Company has not recorded any impairment losses as a result of this analysis.

Deposits.  During the year ended June 30, 2007, total deposits increased by $74.7 million or 7.3%.
The increase resulted primarily from an increase in money market demand deposit accounts as the
Company has been successful in migrating customer money market balances from its business segment,
WIS, as well as an increase in certificates of deposit resulting from customer preference for higher rate
deposit accounts. Core deposits, which we define as savings, checking, NOW and money market actounts,
increased by $41.6 million as a result of the migration of WIS deposits noted above. Checking accounts
totaled $267.3 million or 24.4%, of total deposns at June 30, 2007 compared to $277. 2 million, or 27.2% of
total deposits at June 30, 2006.

The Company will continue to deploy a strategy to increase core deposit accounts and balances
through targeted marketing, cross-selling of our existing customer base and expansion of our commercial
business lending, which typically results in the opening of a checking account.

Federal Home Loan Bank Advances. Advances from the FHLB provide the Company with an
additional source to fund interest-earning'asset growth and are a tool in meeting the Company’s
asset/liability strategies. At June 30, 2007, the total amount of these borrowings was $190.1 million, a
decrease of $92.7 million or 32.8% from the $282.7 million outstanding at June 30, 2006. This decrease was
the direct result of repayments as the excess cash generated from the deposit growth, investment securities
sales and repayments, and loan repayments was utilized to repay certain FHLB advances.

Trust Preferred Securities.  Effective with the acquisition of Chester Valley, the Company assumed the
liability for $10.5 million of J unior Subordinated Debentures to the Chester Valley Statutory Trust, a
Pennsylvania Business Trust, in which the Company owned all of the common equity as a result of the
acquisition of Chester Valley. The Trust issued $10.0 million of Trust Preferred Securities to investors,
which were secured by the Junior Subordinated Debentures and the guarantee of the Company. These
Trust Preferred Securities were redeemed by the Company on March 26, 2007 in accordance w1th the
Trust Agreement.

On March 31, 2006, the Company 1ssued $25.8 million of Junior Subordmated Debentures to Willow
Financial Statutory Trust I, a Connecticut Statutory Trust, in which the Company owns all of the common.
equity. The Trust then issued $25.0 million of Trust Preferred Securities, which pay interest quarterly at
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three-month Libor plus 1.31% to investors, which are secured by the Junior Subordinated Debentures-and
the guarantee of the Company. The Junior Subordinated Debentures are treated as debt of the Company
but qualify as Tier 1 capital of the Bank to the extent of the amount of the proceeds which are invested in
the Bank. The Trust Preferred Securities are callable by the Company on or after September 30, 2011. The
Trust Preferred Securities must be redeemed by the Company upon their maturity in the year 2036.

Accounting for Derivative Instruments and Hedging. The Company may from time to time utilize
derivative instruments such as interest rate swaps, interest rate collars, interest rate floors, interest rate
swaptions or combinations thereof to assist in its asset/liability management. In accordance with SFAS
No. 133, “Accounting for Derivative Instruments,” the Company documents its hedge relationships, -
including identification of the hedging instruments and the hedged items, as well as its risk management
objectives and strategies for undertaking the hedge. The Company also assesses, both at inception and at
least quarterly thereafter, whether the derivative instruments that are used in hedging transactions are
highly effective in offsctting the changes in either the fair value or cash flows of the hedged item. For fair
value hedges, both the effective and ineffective portions of the changes in the fair value of the derivative,
along with the gain or loss on the hedged item that is attributable to the hedged risk, are recorded in the
statement of operations within interest income or interest expense. For cash flow hedges, the effective
portion of the change in the fair value of the derivative is recorded in accumulated other comprehensive
income. When the hedged item impacts the statement of operations, the gain or loss included in
accumulated other comprehensive income is reported on the same line in the statement of operations as
the hedged item. In addition, the ineffective portion of the changes in the fair value of derivatives used as
cash flow hedges is reported in the statement of operations.

As part of the Merger, the Company assumed the responsibility for a $20 million notional interest rate
swap whereby the Company paid a variable rate and received a fixed rate. The interest rate swap had been
used to hedge certain FHLB borrowings of the former Chester Valley On the date of the Merger, the
interest rate swap and the hedged borrowings were marked to fair value as a result of purchase accounting,
In September 2005, the hedged borrowings were repaid and the $10 million notional amount of the
interest rate swap was unwound with the counter-party. After performing the appropriate documentation
of the derivative instrument, the Company designated the remaining $10 million notional amount interest
rate swap as a fair value hedge of certain existing borrowings of Willow Financial Bank. The swap had the
effect of converting a fixed rate borrowing to an adjustable rate borrowing. During the quarter ended
December 31, 2005, the derivative instrument ceased to be a highly effective hedge; therefore, the
Company discontinued hedge accounting resulting in a pre-tax charge to income of $47 thousand. The  ~
interest rate swap was unwound in February 2006 without .any additional impact to operations. The basis
adjustment that was previously recorded on the hedged borrowing that is recorded in the statement of
financial condition is amortized as an increase in interest expense over the remaining life of the borrowing
using the interest method. ’

Additionally, in August 2003, Chester Valley purchased a $30.0 miition notional amount 3.50%
six month LIBOR interest ratc cap while simultaneousty selling a $30.0 million notional amount 6.00%
six-month LIBOR interest rate cap (“Interest Rate Corridor”) which expires in August 2008, Chester
Valley paid a net premium, which entitled it to receive the difference between six-month LIBOR from
3.50% up to 6.00% applied to the $30.0 million notional amount. Upon consummation of the Merger, the
Company assumed the Interest Rate Corridor and designated it to hedge certain borrowings of Willow
Financial Bank, which were variable in nature and indexed to six-month LIBOR. The Interest Rate
Corridor was being used to hedge the cash flows of this borrowing. Prior to October 23, 2006, the Interest
Rate Corridor reduced the negative impact on earnings of the borrowings in a rising interest rate
environment. The fair market value of the Interest Rate Corridor had two components: the intrinsic value
and the time value of the option. The Interest Rate Corridor was marked-to-market quarterly, with -
changes in the intrinsic value of the Interest Rate Corridor, net of tax, included as a separate component of
other comprehensive income, and the change in the time value of the option included directly as interest
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expense as required under SFAS 133. In addition, the ineffective portion, if any, would have been expensed
in the period in which ineffectiveness was determined. On October 23, 2006, the Company unwound the
Interest Rate Corridor and recognized a gain of $804 thousand upon repayment of the $30 miilion FHLB
advance. : '

At June 30, 2007, the Company had five interest rate swap arrangements used to hedge specific loans
originated by the Bank for which the transactions were economically beneficial to the Bank in passing
along the interest rate risk to the borrower. The swaps effectively convert the rates from a floating rate
based on LIBOR to a fixed rate throughout the life of the underlying loans, At June 30, 2007, the total
outstanding notional amount on these swaps was $9.3 million. The weighted average floating and fixed ..
rates on these transactions were 4.6% and 5.3%, respectively at June 30, 2007. The Company lacked
sufficient documentation for these transactions to receive hedge accounting treatment. As such, the Bank -
has recorded a net receivable of $196 thousand in other assets on the statements of financial condition at
June 30, 2007. The change in the fair value of the interest rate swaps is included as a component of other
income on the consolidated statements of income.

Stockholders’ Equity. At June 30, 2007, total stockholders’ equity amounted to $205.3 million or
13.2% of total assets compared to $203.4 million, or 12.9% of assets at June 30, 2006. During the year, the
Company paid aggregate cash dividends of $6.9 million.
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Average Balances, Net Interest Income, Yields Earned and Rates Paid .

The following table presents the average daily balances for various categories of assets and liabilities,
and income and expense related to those assets and liabilities for the years ended June 30, 2007, 2006 and
2005. The table also shows the average yields and costs on interest-earning assets and interest-bearing
liabilities for each of those years. Loans receivable include non-accrual loans. To adjust nontaxable loans
and securities to a taxable equivalent, a 34.0%, 35.0% and 31.2% effective rate has been used for the fiscal
years ending June 30, 2007, 2006, and 2005, respectively. The adjustment of tax-exempt loans and securities
to a tax equivalent yield in the table below may be considered to include non-GAAP financial information.
Management believes that it is a standard practice in the banking industry to present net interest margin,
net interest rate spread and net interest income on a fully tax equivalent basis. Therefore, management
believes, these measures provide useful information to investors by al]owmg them to make peer
comparisons. A GAAP reconciliation also is included below.

At June 30, .
2007 2006 2005
Averuge Averzge Average
Average Yield/ Average Yield!  Avernge Yield/
Balance Interest Cost Balance Interest Cost Baolance.  _Interest Cost

(Dollars in thousands)
[nterest-earning assets:

Loans receivable-—taxable ., ....... $1,033,.823 368,597 6.64% B 984,603 $64,947 6.60% $567,677 $34,536 6.08%
Loans receivable—tax free. .. ...... 16,926 1,271 751 11,910 808 6,78 —_— —_ —
Securities—taxable .. ............ 287,299 15,485 539 316,814 14,983 4,73 341,346 13,878 407
Securities—taxfree . ............. 9,553 689 7.21 11,477 1,041 9.07 19,783 1,286 6.50
Interest-bearing deposits .. ........ 23,081 156 3.28 14,122 304 215 19,502 363 1.86
Total interest-carning assets . ........ 1,370,682 86,798 6.33 1,338,923 82,083 6.13 948,308 50,063 5.28
Non-interest-carning assets . . . ....--. 165,007 151,834 21,500
Total assets. ... ovvuvv v vinr v vinen $1,535.689 §1.490.757 $969,808
Interest-bearing liabilities:
Deposits « oo ovv v i $1,034,956 28,698 2.77 $ 947,289 18476 1.95 $607,724 5 9933 1.63
FHLB borrowings . .. ..ovvvvnunnn 225,722 9,042 401 314,920 12,659 4.02 250,299 8816 352
Repurchase agreements, ., ........ 22,707 1,167 5.13 4,55% 228 4.64) - — -
Trust preferred securities. . ........ 33,256 2361 710 15,58% 875 361 - - -
Total interest-bearing liabilities . . .. ... 1,316,701 41,268 313 1,282,757 BAE 251 858,023 18,749 .19
Non-interest-bearing liabilities: 10,666 22,056 5,936
Total stockholdess’ equity ... ..., ..., 208,322 185,944 105,849
Total liabilities and equity .. ... ...... $1,535,689 3 1,4905757 $969,808
Netinterest-carning assets. .. ........ $ 53981 § 56,166 §166,305
Netinterestincome, .........0.00--- $45,530 349,845 531,314
2=t Fakial) =t
Net interest rate spread, . ... ..., ... 3.20% 3.62% 3.09%
Metintercstmargin. . .............. 333% 3.72% 3.30%
Ratio of average interest-earming assets
to average interest-bearing liabilities. . 104% 104% 11%
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Although management believes that the above non-GAAP financial measures enhance investors’
understanding of the Company’s business and performance, these non-GAAP financial measures should
not be considered an alternative to GAAP. The reconciliation of these non-GAAP financial measures to
GAAP is presented below. '

Year Ended June 30,
2007 2006 2005
Interest Tax Adjosted  Interest Tax Adjusted Interest Tax *©  Adjusted

Lt Income  Adjustment _Income Income  Adjustment _Income Income Adjustment _Income
(Dollars in Thousands)

Loans(a)....'.. $69,538  $330  $69,868 $65472 $283  $65,755 $34536 § — § —
Investments... 16,735 195 16,930 16,058 270 16,328 15,143 384 15,527
Total......... $86,273  $525 $86,798 $81,530  $553  $82,083 $49,679 $384  §$15527

(a)’ The Company did not have tax-exempt toans in fiscal 2005.

Rate/Volume Analysis

The following table shows the effect of changing rates and volumcs on net intcrest income on a tax
equivalent basis for the years ended June 30, 2007 and 2006, compared to the prior fiscal year. Information
provided shows the effect on net interest income of (1) rates (changes in rate times prior volume)

(2) volume (changes in volume times prior rate) and (3) rate/volume (changes in rate times change in
volume).

Increase (decrease) in net interest Increase (decrease) in net interest
income for the year ended June 30, ) income for the year ended June 34, -
2007 compared to the year ended 2006 compared to the year ended
June 30, 2006 due to ! June 30, 2005 due to
Ratef Incrense/ ) Rate/ Increase/

Rate Volume Volume (Decrease) Rate Volume Volume - {(Decrease}
' . (Doliars in thousands)

lnterest—earﬁing assets: .
Loans receivable. . ... § 466 $3580 $ 56 % 4111 $2,952 $25349  $2,930 $31,231

Securities. ..., .. © 1,885 (1,534) (179) . 152 2,852 (1,335) . (368) 1,149
Interest-bearing
deposits. ......... 158} 193 101 452 57 {100) (16) (59)

Total net change in

income on interest- ‘ .
earning assets ....... 2,489 2,248 (22) 4,715 - 54861 23514 2,546 32,321

Interest-bearing '
. liabilities: . .
Deposits ........... 7,794 1,710 719 10,223 1,702 5,189 817 7,708
FHLB Advances. .... (31) (3,595) 9 (3617 1,251 2,275 323 3,849
Repurchase ) . .
agreements....... 27 819 93 939 — — 1,358 1,358
Trust preferred "
Securities ........ 231° 991 C 263 1,485 — — 875 ‘875
Total net ¢hange in ' '
expense on interest- ) ' ) B
bearing habilities. . . .. 8,021 (75) 1,084 9,030 2,953 7,464 3,373 -13,790
Change in net interest .
income............. $(5532) $2323 $(1,106) $(4315) $2.008 $16450 § (827) $18531
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Results of Operations

General. Net income for the year ended June 30, 2007 was $8.4 million, a decrease of $2.7 million or
24.2%. The decrease resulted primarily from an increase in non-interest expense of $7.7 million, partially
offset by an increase in non-interest income of $4.9 million and a decrease in income tax expense of
$1.9 million.

.Net income for the year ended June 30, 2006 was $11.1 million, an increase of $4.4 million or 64.7%
from the year ended June 30, 2005. The increase resulted primarily from an increase in net interest income
of $18.4 million and an increase in non-interest income of $4.2 million. Each of these were partially offset
by an increase in the provision for loan losses of $2.0 million, an increase in operating expenses of
$14.0 million or 59.9% and an increase in income tax expense of $2.2 million. The improvement was largely
driven by the Merger, which was effective after the close of business on August 31, 2005.

Net Interest Income.  Net interest income decreased by $4.3 million or 8.7% to $45.0 miltion for the
year ended June 30, 2007 as compared to $49.3 million for the year ended June 30, 2006. This decrease was
due primarily to an increase in the average cost of interest-bearing liabilities to 3.12% for the year ended
June 30, 2007 from 2.51% for the year ended June 30, 2006 while the yield on average earning assets
increased by only 20 basis points. One factor that influences net interest income is the interest rate spread
(i.e., the difference between the average yields on interest-eamning assets and the average rates paid on
interest-bearing liabilities). The average interest rate spread computed on a fully tax equivalent basis for
the years ended June 39, 2007, 2006 and-2005 was 3.219%, 3.62% and 3.09%, respectively. The net interest
margin (i.e., net interest income expressed as a percentage of average interest-earning assets) was 3.33%,
3.72% and 3.30% for the same three respective fiscal years.

Net interest income increased by $18.4 million or 59.4% to $49.3 million for the year ended June 30,
2006 as compared to $30.9 million for the year ended June 30, 2005. The significant improvement largely
resulted from the Merger and the balance sheet'de-leveraging strategy deployed by the Company. Chester
Valiey’s balance sheet was asset sensitive (assets reprice quicker than liabilities) during a year in which the
Federal Reserve aggressively raised short-term rates. Additionally, the Company received the full benefit
of the additional earning assets from the acquisition for ten months. The balance sheet de-leveraging
allowed the Company to sell lower vielding investment securities while repaying higher costing borrowings.

. Interest Income. Interest income includes the interest earned on loans and investment securities, as
well as yield adjustments for the premiums, discounts and deferred fees or costs recorded in connection
with the acquisition of these assets. Total interest income for the year ended June 30, 2007 was
$86.3 million compared io $81.5 million and $49.7 million for fiscal 2006 and 2005, respectively.

The increase in interest income in fiscal 2007 compared to fiscal 2006 was $4.7 miilion or 5.8% due
primarily to an increase in the average balance of outstanding loans of $54.2 million. Additicnally, the yield
on loans increased approximately four basis points in fiscal 2007 compared to fiscal 2006. The increase in
the average yield of the loan portfolio was largely the result of a change in the mix of the loan portfolio
reflecting the Company’s reduced reliance on long-term single-family residential mortgage loans and
increase in home equity loans and lines of credit, along with the interest rate sensitive assets acquired from
Chester Valley at a time in which the Federal Reserve was aggressively raising short-term interest rates,
Also contributing to the increase was an approximate 37 basis point increase in the average yield in the
investment securities portfolio, partially offset by a decrease of $22.5 million in the average balance of
investment securities.

The increase in interest income in fiscal 2006 compared to fiscal 2005 was $31.9 million or 64.1% due
primarily to an increase in the average balance of outstanding loans of $428.8 miilion as a result of the
Merger. Additionally, the vield on loans increased approximately 52 basis points, as Chester Valley’s loans
were re-pricing at a time when the Federal Reserve aggressively increased short-term rates. Also
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contributing to the increase was an approximate 68 basis point increase in the average yield in the
investment portfolio as the Company completed a de-leveraging strategy by liquidating approximately .
$95.9 million of investment securities with an average yield of 3.96%. The above factors were partially
offset by reduced levels in the average balance of investment securities.

Interest Expense. Intcrest expense consists of the interest paid to depositors on therr interest-bearing
deposit accounts as well asinterest paid on borrowings. For the fiscal year ended June 30, 2007, total
interest expense was $41.3 million compared to $32.2 miltion and $18.7 million, for the fiscal years ended
June 30, 2006 and 2005, respectively.

. For the fiscal year ended June 30, 2007, interest-expense increased by $8.9 militon, or 27.6% -
compared to the fiscal year ended June 30, 2006. This increase was duc.primarily to a $10.2 million, or
55.3%, increase in interest expense on deposits, which was partially offset by a $2.1 million; or 15.7%
decrease in interest expense on borrowings. This increase in interest expense on deposits was due primarily
to the increase-in average deposits of $87.7 million, or 9.3%. In addition, the average cost of deposits
increased by 82 basis points in fiscal 2007 as compared to fiscal 2006. This increase was partially offset by a
reduction of $53.7 million or 16.0% in average borrowings for the ycar ended June 30, 2007 compared to
the year ended June 30, 2006. ‘ '

For the fiscal year ended June 30, 2006, interest expense increased by $13.5 million, or 71.9%
compared to the fiscal year ended June 30, 2005. This increase was due primarily to an increase in average
interest-bearing liabilities resulting from the Merger. Average deposit and borrowings balances increased .
$318.4 million and $106.4 million, respectively, in fiscal 2006 compared to fiscat 2005.-Additionally, the
Company’s cost of funds increased approximately 32 basis points in fiscal 2006 compared to fiscal 2005, as
the Federal Reserve aggressively raised short-term rates coupled with the competition for deposits in the

- Bank’s market area, which led the Bank to raise its interest rate paid on money market balances and -
certificates of deposits. Additionally, the trust preferred security assumed in the. Merger was a floating rate.
borrowing, for which the rate increased throughout the year. . - v c

Provision for Loan Losses. In order to maintain the allowance for loan losses at a level that
management deems adequate to absorb known and unknown losses which are both probable and can be
reasonably estimated, a provision for loan losses is recorded through charges to earnings. The o
determination of the adequacy of the allowance is based upon the Company’s regular review of credit
quality and is baséd upon, but not limited to, the following factors: an evaluation of our loan portfolio, loss
experience, current economic conditions, volume, growth, composition of the loan portfolio and other
relevant factors. The balance of the allowance for loan losses is an’estimate and actual losses may. vary .
from these estimates. Management assesses the allowance for.loan losses at least quarterly and makes any
necessary adjustments to maintain the allowance for losses at a level deemed adequate. For the yéars
ended June 30, 2007, 2006 and 20035, the provisions for loan losses were $653 thousand, $3.2 million, and
$1.2 million, respectively. The decreased amount of the provision in fis¢al 2007 compared to fi scal 2006 was
due prrmarlly to the decrease in non- pcrformmg assets of $11.9 million, which were partially offset by net
charge-offs of $5.2 million. The increased provision in fiscal 2006 compared to fiscal 2005 was due
primarily to the i mcrease in non-performing assets of $12 7 mlllron

]

« At June-30, 2007, the balance in the allowance for loan Josses was $12.2 million compared to
$16.7 million at June 30, 2006, with the decrease resulting from $5.2 million in net charge-offs during fiscal
2007. The percéntage of the allowance for losses to loans, net of deferred fees, decreased 10'1.16% at
June 30, 2007 compared to 1.55% at June 30, 2006. .

‘Management believes ‘the allowance for loan loss was adequate at June 30 2007 and represents all
known and inherent losses in the portfolio that are both probable and reasonably estimable. No assurance
can be.given as to the amount or timing of additionat provisions for loan losses in the future as a result of
potential increases in the amount of the Company's non-performing loans in the remainder of the
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Company’s loan portfolio. Regulatory agencies, in the course of their regular examinations, review the
allowance for losses and carrying value of non-performing assets. No assurance can be given that these
agencies might not require changes to the allowance for losses in the future. ‘

Non-Interest Income. Non-interest income is comprised of investmeént services income, account
service fees and charges, loan servicing fees, realized gains and losses on assets available or held for sale,
increases in the cash surrender value of bank owned life insurance (“BOLI”) and with the acquisition of
BeneServ, insurance premiums. Totat non-interest income for the vears ended June 30, 2007, 2006, and
2005 was $12.5 million, $7.6 million and $3.5 million, respectively.

The increase in non-interest income of $4.9 million, or 63.4%, during fiscal 2007 compared to fiscal
2006 was due primarily to a $1.1 million difference in the’ amount of gain(loss) recognized on the sale of -
securities available-for-sale, a gain of $804 thousand recorded during the quarter ended December 31,
2006 on the unwinding of an interest rate corridor, increased investment services income of $687 thousand,
$637 thousand for income from the insurance operations of BeneServ, increased service charges and fees
of $438 thousand, and $286 thousand in gains on the sale of real estate owned. The increase in service
charges and fees was due primarily to growth in the deposit base. The increase in investment services
income was the result of growth in the trust operations and the sales of retail investment products through
the branch network.

The increase in non-interest income of $4.2 miilion during fiscal 2006 compared to fiscal 2005 was due
primarily to investment services income of $2.6 million received from the acquisition of WIS and Chester
Valley’s Trust division in the Merger. These were two new lines of business for the Company. Service
charges and fees increased by $2.6 million or 106.8% in fiscal 2006 due primarily to increased deposit fees
associated with the growth in checking accounts from the Merger as well as increases in the.overdraft
protection fees for which Chester Valley was further along in implementation and thus had a higher
volume of users. Gains on loans availabie for sale declined $223 thousand due primarily to lower loan
volumes resulting from the rising interest rate environment. This was largely offset by an increase in other
income of $169 thousand, which resulted primarily from income on the BOLI acquired from Chester
Valley. As noted previously, the Company implement=d a de-leveraging strategy in which it mcurred
approximately $919 thousand in losses in the sale of investment securities. ) \

Non-Interest Expense. 'The primary components of non-interest expense are compensatlon and
employee benefits, occupancy and equipment expenses, data processing costs, deposit account services, .
professional fees and a variety of other expenses. For the years ended June 30, 2007, 2006, and 2005, non-
interest expense totaled $45.1 million, $37.4 million and $23.4 million, respectively. Non-interest expense
increased $7.8 million, or 20.8% from the year ended June 30, 2006 to the comparable period ended .
June 30, 2007.

Salaries and employee benefit expenses totaled $24.3 million, $20.1 million and $13.1 million,
respectively, for the fiscal years ended June 30, 2007, 2006, and 2005, For the year ended June 30, 2007,
compensation costs increased by $4.2 million parllally as a result of operating our expanded branch office
network for a full 12 months after the acquisition of Chester Valley on August 31, 2005 as well as new
hirings in the lending and wealth management areas during the year ended June 30, 2007 along with
normal salary increases. At June 30, 2007, the Company had 374 full-time employees compared to 312 at
June 30, 2006. In-addition, $519 thousand of compensation costs were-recorded during fiscal 2007 due to -
severance payments and costs associated with the retirement of three Board members as well as certain
employee reductions. For the year ended June 30, 2006, compensation and benefit costs increased
approxxmatcly $7.0 mllllon or 53.9% due primarily to an increased number of employees as a result of the
Merger.

Occupancy and equipment expenses were $8 1. million, $6.0 million, and $2.6 million for the fiscal
years ended June 30, 2007, 2006, and 2005, respectively. During fiscal year 2007, occupancy costs increased

54




partially as a result of operating our expanded branch office network for 12 full months after the
acquisition of Chester Valley and also due to additional rental costs incurred at the corporaie headquarters
building and rental expense associated with certain Bank buildings sold in a sale/leaseback transaction.
During fiscal year 2006, these costs increased $3.4 million due to the addition of 13 branch locations from
the Merger as well as the Company’s relocation to a new corporate headquarters and operations building
in February 2006. In fiscal 2006, the approximate occupancy cost of $237 thousand for the headquarters
building was offset by a sale-leaseback of certain of the Bank’s branches for which the cash proceeds were
invested in loans or repaid borrowings. The Company’s rent expense increased from $2.0 million in fiscal
2006 to $2.9 million in fiscal 2007 and is expected to remain relatively stable at $3.0 million in fiscal 2008
based on current leases. . .

Advertising expenses for fiscal 2007, 2006 and 2005 were $2.0 million, $1.5 million and $978 thousand,
respectively. The incréase in fiscal year 2007 was a result of the Bank’s re-branding efforts during the year
associated with the change in the Bank’s name. The increase during fiscal 2006 was due primarily to direct
mail campaigns to the combined company’s customer base as the Company commissioned a study of its
customer base and found there were significant opportunities to cross-sell its existing products.

For the fiscal years ended June 30, 2007, 2006, and 2005, amortization of intangible assets was $2.0
million, $1.9 million and $57 thousand respectively. The significant increase in fiscal 2006 was the result of
the amortization of the core deposit intangible récorded as a result of the Meérger. The asset is being |,
amortized using an accelerated method over a twelve-year period. Amortization of intangible assets is
expected to be $2.1'million for the fiscal year ending June 30, 2008. '

Data processing expenses were $1.5 million, $1.2 million, and $960 thousand, respectively, for fiscal® .
2007, 2006.and 2005. The increase in each year resulted from increased accounts and a rate increase in the
Company’s third-party data processing contract.

Professional fees were $2.4 million, $2.3 million and $1.4 million for fiscal 2007, fiscal 2006 and fiscal
2005, respectively. In fiscal 2007, professional fees were relatively stable as compared to fiscal 2006. The
increase in the fiscal 2006 resulted primarily from increased consulting costs related to the integration of .
the Sarbanes-Oxley 404 compliance for the combined company, an analysis of our customer base, and
assistance with the development of the combined company’s strategic plan and branding initiatives.

For the fiscal\_years énded June 30, 2007, 2006, and 2005, other expenses, which include miscellaneous
operating items, were $4.6 million, $4.2 miflion and $4.2 million, respectively. :

Income Tax Provision. Income tax expense amounted to $3.4 million for the year ended June 30,
2007. This compares to a tax expense of $5.3 million, and $3.1 million for the years ended June 30, 2006
and 2005, respectively. The effective tax rates for fiscal 2007, 2006 and 2003 were 28.8%, 32.2% and 31.2%,
respectively. The decrease in the income tax expense and the effective tax rate for the year ended June 30,
2007 was primarily related to an overall decline jn income before income taxes resulting in a lower
statutory rate, as well as an increase in the balance of tax-exempt securities and related income.

Liquidity and Commitments '

The Company’s primary sources of funds are from deposits, principal amortization of loans, loan and
securities prepaymems’ahd repayments, interest income from loans, mortgage-backed securities and other
investments, and other funds provided from operations. While scheduled payments from ‘the amortization '
of loans and mortgage-backed securitiés and maturing invesimcnt securities are relatively predictablé |
sources of funds, deposit flows and loan prepayments can be greatly influenced by general interest rates,
economic conditions and competition. We also maintain excess funds in short-term, interest-bearing assets
that provide additional liquidity. We have also utilized outside borrowings, primarily from the FHLB of
Pittsburgh as an additional funding source. K B - ) ¥
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We use our liquidity resources to fund existing and future loan commitments, to fund maturing. -
certificates of deposit and demand deposit withdrawals, to invest in other interest-earning assets, and to
meet-operating expenses. At Jupe 30, 2007, outstanding approved.loan commitments were $27.4 million
* and certificates of deposit maturing within the next twelve months amounted $272.4 million. Based upon
historical experience, it is anticipated that a significant portion of the maturing certificates of deposit will
be reinvested in the Bank. However, the Bank may not aggressively try to retain funds from maturing
certificates-of deposits if it is a single relationship customer driven by higher rates.

During the current fiscal year, the Company utilized principal repayments oh investment securities
and loans to reduce its use of borrowings from the FHLB. Outstanding borrowings from the FHLB have
decreased to $190.1 million at June 30, 2007 as compared to $282.7 million at June 30, 2006. Under terms
of the borrowing agreement with the FHLB, the Bank pledges certain assets such as residential mortgage
loans and mortgage-backed securities as well as stock in the FHLB as collateral for these advances. At
June 30, 2007, the Bank had $464.4 million in additional borrowing capacity available from the FHLB. |

Prior to the Merger, the Company had not in the past used any significant off-balance sheet financing
arrangement for liquidity or other purposes. Qur finarcial assets with off-balance sheet risk are limited to
obligations to fund loans to borrowers pursuant to existing loan commitments. Additionally, the Company
has not had any transactions, arrangements or other relationships with any unconsolidated, limited
purpose entities that could affect its liquidity or capital resources, nor do we currently. intend to engage in
trading c0mm0d1ty contracts. With the Merger and the resulting increased size of the combined '
companies, the Company may, from time to time, wtilize certain derwatwe financial instruments to assist in
its asset/liability strategies and has in fact assumed the lability for ceriain interest rate derivatives entered
into by Chester Valley.- o

The Company fully anticipates that it will continue to have suffi cnent funds and alternatlve fundmg
sources to meet its current commitments,

* The Company’s contractual obligations as of June 30, 2007 are as follows:-

Payments Due by Period: i
Less Than More Than

. . . Total 1 Year 1-3 Years 3.5 Yenrs -5 Years
(Dollars in thousands)

Federal Home LoanDebt .............. A $190,063 $14,636 $36491 $52917 $ 86,019
Operating Leases .. .., .., e eeeaas - 29,170 - 2,791 4,927 4,059 -17,393
Total Obligations . .................. P v §219233 317,427 $41,418 $56,976 $103,412
. ) ) o . . . Less Than : .. +More Than

. ' Total 1 Year 1-3 Years  3-5 Years 5 Years .

Linesof credit............ i R $164,833 $35478 § 6,608 § 9,869 ' $112.878
Standby letters of credit ... ......... i 16,772 9,711 , 7,061 - —_
Other commitments ta make loans............ 27357 27,357 — = —
Construction loans.. .........coevierrenen.. . 53,331 . 21,574 31,757 . — —
Total............. F $262203  $94,120 $45426 $ 9,869 $112.878

Impact of Inflation and Changing Prices

‘The financial statements, acoompanymg nates, and related f nancial data presented herein have been
prepared in accordance w1th U.S. generally accepted accounting pr1nc1ples, which require the '
measurement of financial position and operating results in terms of historical dollars without considering’
the changes in purchasing power of money over time due to inflation. The tmpact of inflation is reflected in
the increased cost of our operations. Most of our assets and liabilities are m(metary in nature; thercfore
the impact of i interest rates has a greater impact on our performance than thé effects of general levels of
inflation. Interest rates do not necessarily move in the same direction or to the same extent as the pnces of
goods and services,
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Item 7A. © Quantitative and Qualitative Disclosure of Market Risk '
Asset/Liability Management and Interest Rate Risk

The market value of assets and liabilities, as well as future earnings, can be affected by interest rate
risk. Market values of certain financial assets have an inverse relationship to rates, i.e., when interest rates
rise, the market value of many of the Company’s assets decline and when rates fall, the market value of
many of the Company’s assets rise. The primary assets of the Company are loans to borrowers who often
have the ability to prepay their loan. Therefore, in a falling rate environment, the increase in the market
value of the Company’s assets is llmlted by this option for the borrower to prepay the loan.

The ability to maximize net interest income is largely dependent upon the achievement of a positive
intetest spread that can be maintained during fluctuations in prevailing interest rates. Interest rate "
sensitivity gap (“gap”) is a measure of the difference between interest-earning assets and interest-bearing *
liabilities that either mature or re-price within a specified time period. A gap is considered positive when
the amount of interest-earning assets exceeds the amount of interest-bearing liabilities, and is considered
negative when interest-bearing liabilities exceed interest-earning assets. Generally, during a period of
rising interest rates, a negative gap would adversely affect net interest incorne, while a positive gap would
result in an increase in net interest income. During a period of falling interest rates, a negative gap would -
generally result in an increase in net interest income, and a positive gap would result in a decrease in net
interest income. This is usually the case; however, interest rates on differing financial instruments wxll not
always change at the same time or to the same extent.

-The following gap table shows the amount as of June 30, 2007 of the Bank’s assets and liabilities
projected to mature or re-price within various time periods. This table includes certain assumpfions -
management has made that affect the rate at which loans will prepay as well as the duration of core, *
deposits. Changes in interest rates may affect these assumptions, which would impact our gap position. .

'

! Dto3 312 ' 13 Jws over S
‘ oo months ~ months years years years + . Total.
. ' . ] (Dollars in thousands} : , .

Securities and interest-bearing deposits . .. .. $ 83282 § 58249 § 58980 0§ 15899 § 93622 S ‘310,032
Loans receivable. . ......... e 244 873 159,469 315,875 94,500 232,877 1,047,594

Total interest-earning assets . . .......... 328,155 217,718 374,855 110,399 326,499 1,357,626
Certificates of deposit. -..............00 93,765 179,794 53,144 3,242 4727 334,672
Other interest- bearing deposus ............ 202,224, 115770 202,456 5,784 80,989 607,223
Borrowmgs ........................... 102,923 30,114 64,229 10,799 27,523 235,588

Total interest- bearmg liabilities ......... 398,912 325,678 319,829 - 19,825 113,239 1,177,483
Excess (deficiency) of interest-eaming assets .

over interest-bearing liabilities .. ........ $(70,757) $(107,960) § 55026 § 90.574 $213260 § 180,143

Cumulative excess (deficiency) of
interest-earning assets over ‘ ‘ ‘
interest-bearing liabilities . ............. $(70,757) S(I178717) $(123,691) $(33.117) $180,143 $ 360,286

Cumulative excess (deficiency) of . - .. -
interest-earning assets to Interest-bearing D ) . "
liabilities as a Percent of total assets . ... .. (4.6)% (11.5)% (8.0)% {2.1)% 1L.6% 23.3%

Ratio of interest-earning assets to interest-
bearing liabilities. . ........... ... .. 82.3% 66.9% 117.2% 556.9% 288.3% 115.3%

Cumulative ratio of interest-Earning assets to
assets to Interest-bearing liabilities. . .. ... 82.3% 75.3% 88.2% 96.9% 122.7%

At June 30, 2007, the ratio of the cumulative interest-earning assets maturing or re-pricing in one-year
or less to interest-bearing liabilities maturing or re-pricing in one-year or less was 75.3%, which results in a
cumulative ane-year gap to total assets ratio of negative 11.5%, indicating that the Bank’s net interest
income could decline depending upon the degree to which interest rates change and the change in the
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relationship between interest rates used to re-price assets and interest rates used in the re-pricing of
liabilities.

The Company has adopted asset/liability management policies designed to quantify the interest rate
risk caused by mismatches in the maturities and re-pricing of our interest-carning assets and,
interest-bearing liabilities. These interest rate risk and asset/liability management actions are taken under
the guidance of the Finance Committee. The Finance Committee’s purpose is to communicate, coordinate
and control asset/liability management consistent with our business plan and Board approved policies. The
objective of the Finance Committee is to manage asset and funding sources to produce results that dre
consistent with liquidity, capital adequacy, growth, risk and profitability goals. The Finance Committee
meets at least quarterly and monitors the volume and mix of assets and funding sources taking into account
the relative costs and spreads, the interest rate sensitivity gap and liquidity needs. The Finance Commitiee
also reviews economic conditions and interest rate projections, current and projected liquidity needs and
capital positions, anticipated changes in the mix of assets and liabilities, and interest rate exposure limits
versus current projections pursuant to gap analysis and interest income simulations. At each meeting, the
Finance Committee recommends changes in strategy as appropriate. Interest rate risk issues are aiso
discussed by the Board of Directors on a regular basis. Management meets periodically to monitor
progress in achieving asset/liability targets approved by the Board, particularly the type and rate on asset.
generation and sources of funding. :

In order to manage the Company’s assets and liabilities and improve our interest rate risk position,
emphasis has been placed on the origination of assets with shorter maturities or adjustable rates such as
commercial and multi-family real estate loans, construction loans, home equity loans and to a lesser extent
commercial business loans. At the same time, other actions include attempts to increase our core deposits.
and the use of FHLB advances as additional sources of funds. Additionally, longer term fixed rate
single-family residential mortgage loans are originated and held for sale. .

The Finance Committee regularly reviews interest rate risk by, among other things, examining the
impact of alternative interest rate environments on net interest income and net portfolio value (“NPV”),
and the change in NPV. NPV is the difference between the market value of assets and the market value of
liabilities and off-balance sheet items under various interest rate scenarios. Sensitivity is the difference
(measured in basis points) between the NPV to assets ratio at market rate and the NPV to assets ratio
determined under each rate scenario. The Finance Committee monitors both the NPV and sensitivity -
according to guidelines established by the OTS in Thrift Bulletin 13A “Management of Interest Rate Risk,
Investment Securities and Derivative Activities,” and board approved limitations.

Presented below, as of June 30, 2007 and 2006, is an analysis of the interest rate risk position as
measured by NPV and sensitivity based upon various rate scenarios. These values were obtained from an
internal model produced by the Bank as required by OTS regulation as total assets now exceed $1.0 billion.
Due to the level of interest rates, no values are calculated for hypothetical rate scenarios of down 300 basis
points at June 30, 2007. It only provides an estimale of economic value at a point in time and the economic
value of the same portfolio under the above referenced interest rate scenarios.




Estimated change in NPV and Sensitivity

At June 30, 2007
Net Portfolie Value
Amount of Percent of To
Change change Assets
(in thousands)
Hypothetical change in interest rates
up 300 basis points. .. ....vuiuar i ie e $(53,648) (33.8)% 7.46%
up 200 basis points. .. ..o veie i P (35,035) (22.1) 8.65
up 100 basis PoINtS. .. oot e (16,798) (10.6) 10.32
nochange—basecase . ......oouvivnia it = — 10.78
down 100 basis points .. ..........coeiiiiiiian 13,757 ‘8.7 11.55
down 200 basispoints .........cooviiiii e 21,829 13.8 1197
Estimated change in NPV and Sensitivity
At June 30, 2006
Net Portfolio Value
Amount of Percent of To
. Change change Assets
(in thousands)
Hypothetical change in interest rates )

up 300 basis points. . ............. SUUUURURRUR $(56211) (715)%  9.76%
up 200 basis POINLS. . . .. oveit i (33,116) (16.2) 11.12
up 100basispoints. ...l (14,395) {(7.1) 12.16-
no change—basecase ..........-. e — — 1291 0
down 100 basis points .. .........oie e 8,812 43 . 1334
down 200 basispoints . ... ... i 1,726 0.8 12.89
down 300 basispoints .......... i (15,299) (7.5) 11.87

The Bank’s sensitivity remained relatively stable for fiscal 2007 as compared to fiscal 2006 due . |
primarily to interest sensitive assets acquired in the Merger, which was partially offset, by the intangible
assets recorded with the acquisition. :

NPV is more'sensitive and may be more negatively impacted by rising interest rates than by declining
rates. This occurs primarily because as rates rise, the market value of long-term fixed rate assets, like fixed
rate mortgage loans, declines due to both the rate increase and slowing prepayments. When rates decline,
these assets do not experience similar appreciation in value. This is due to the decrease in the duration of
the asset resulting from the increase in prepayments. T

Recent Accounting Pronouncements
FASB Statement No, 159, The Fair Value Option for Financial Assets and Financial Liabilities

In February 2007, the Financial Accounting Standards Board (“FASB”) issued Statement of Financial
Accounting Standards (“SFAS”) No. 159, “The Fair Value Option for Financial Assets and Financial
Liabilities” (“SFAS 159”). This Statement permits entities to choose to measure many financial
instruments and certain other items at fair value. SFAS 159 provides entities with the opportunity to
reduce volatility in reported earnings caused by measuring related assets and liabilities differently.

SFAS 159 is effective as of the beginning of an entity’s first fiscal year that begins after November 15, 2007.
Early adoption is permitted as of the beginning of a fiscal year that begins on or beforeé November 15,
2007, provided the éntity also elects to apply the provisions of FASB Statement No. 157, “Fair Value
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Measurements.” The Company is currently assessing the implications of this Statement on its financial
statements. .

FASB Statement No, 157, Fair Value Measurements

In September 2006, the FASB issued SFAS No. 157, “Fair Value Measurements” (“SFAS 1577).
SFAS 157 establishes a framework for measuring fair value in accordance with U.S. generally accepted
accounting principles, and enhances disclosures about fair value measurements, SFAS 157 applies when
other accounting pronouncements require fair value measurements; it does not require new fair value
measurements, SFAS-157 is effective for financial statements issued for fiscal years beginning after
November 15, 2007, and for interim periods within those years, The Company is currently assessing the
implications of this Statement on its financial statements.

Staff Accounting Bulletin No. 108, Considering the Effects of Prior Year Misstatements When Quantifying
Misstatements in Current Year Financial Statements

In September 2006, the Securities and Exchange Commission (“SEC”) published Staff Accounting
Bulletin No. 108, “Considering the Effects of Prior Year Misstatements When Quantifying Misstatements
in Current Year Financial Statements” (“SAB 108”). SAB 108 expresses the SEC staff’s views regarding
the process of quantifying financial statement misstatements. The SEC staff suggests that registrants
electing not to restate prior periods should reflect the effects of applying the guidance in this interpretation
in the annual financial statements covering the first fiscal year ending after November 15, 2006. This
interpretation did not have a material impact on the Company’s consolidated financial statements.

FASB Inzérpre!ation 48, Accouhting for Uncertainty in Income Tax Positions

In July 2006, the FASB issued FASB Interpretation No. 48, “Accounting for Uncertainty in Income
Tax Positions.” This interpretation clarifies the application of FASB Statement No. 109 by establishing a
threshold condition that a tax position must meet for any part of the benefit of that position to be
recognized in the financial statements. In addition to recognition, the interpretation provides guidance on
the measurement, derecognition, classification, and disclosure of tax positions and is effective for fiscal
years beginning after December 15, 2006. The Company has evaluated this interpretation and determined
that it will have no material impact on results of its future operations and financial condition.

Yo

FASB Statement No, 155, Accounting for Certain Hybrid Financial Instfumer;ts

In February 2006, the FASB issued SFAS No. 155, Accounting for Certain Hybrid Financial - -
Instruments. Under this new statement, an entify may re-measure at fair value a hybrid financial instrument
that contains an embedded derivative that otherwise would require bifurcation from the host, if the holder
irrevocably elects to account for the whole instrument on a fair value basis. Subsequent changes in the fair
value of the instrument would be recognized in earnings. This statement is effective for.all financial
instruments that the Company acquires or issues after July 1, 2007. The adoption of this statement will not
have a material impact on the Company’s financial position or results of operations.

EITF 06-4, Accounting for Deferred Compensation and Postretirement Benefit Aspects of Endorsement Split-
Dollar Life Insurance Arrangements . .

In June 2006, the Emerging Issues Task Force reached a consensus that, for endorsement split-dollar
life insurance arrangements, an employer should recognize the liability for future benefits based on the
substantive agreement with the employee, since the postretirement benefit obligation is not effectively
settled. An entity is permitted to apply the consensus by retrospective application to all prior periods in
accordance with FASB Statement No. 154, including its required disclosures. The consensus is effective for
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fiscal years beginning after December 15, 2007, with early adoption permitted as of the beginning of an
entity’s fiscal year. The Bank has recorded a liability of $246 thousand within other liabilities on its '
consolidated stalements of financial condition to account for the settlement of the future benefit
obligation.

Selected Quarterly Financial Data

The following table presents sclected quarterly operatmg data for the fiscal years ended June 30, 2007
and 2006. The earnings per share amounts for periods prior to March 31, 2007 have been adjusted to give

" retroactive effect to the 5% stock dividend. In addition, as a result of the matters discussed in Item 9A.

“Controls and Procedures” in this Form 10-K, the amounts reported for each quarter in the fiscal year

ended June 30, 2007 have been revised from previously reported amounts.

For the quarter ended
06/30/07 03/31/07 12/31/06 09/30/06
(As (As (As
restated) restated) restated)
(Dollars in thousands, except per shore data)

Total interest iNCOME . ...\ \vvveeerrrrnnnrsnnnnes $21,712  $21,247 $21,424 $21,890
Total interest expense.............ooooiiiiinii. 10,679 10,390 10,441 9,758
Netinterest iNCOMe . . ... iiiiriinnnniinnsnnnns 11,033 10,857 10,983 12,132
Provision (recovery) fortoanloss................. 753 0 - — (100)
Total non-interest income .. ......... PSSP 3,506 2,928 3338 . 2,726
Total non-interest €Xpense. . ......c.vovvieenanann, v 12,291 11,251 10,847 10,670
INCOME LAX EXPENSE ..\ vvvvvnne s 178 812 1,039 1,367
NEtINCOME &« oot et evvieeee e e iiraneraninns ‘ 1,317 1,722 2,435 2,921
Earnings per share

Basic........c..oounnnnn e e $ 009 $ 012 $ 016-§ 019. .

Diluted. ... $ 009 $ 011 § 016 $ 019

For the qun'm:r ended '
06/30/06 03/31/06 12/31/05 09/30/05 -
i (Dollars in thousands, except per share data}

Total interest NCOIMIE .. vvvinnrrrnreeeanaenreanns $22,561 $21,792 $21,605 $15572
Total interest eXpense. . ... ...ovvvvinvaeriinnnas 9,326 8,586 7971 6,355
Netinterest iNCOME . ... vvverrvriinnannnnnmanies 13,235 13,206 13,634 9,217
Provisionforloanloss........ceoveoiiinninennnns - 2,485 - 207 513
Total non-interest income . .......ooovviieneniaen 2,880 2,078 2,326 363
Total non-interest expense. ........ovvvvveeennnn. 10,290 9,503 9,767 7,842
INCOmME taX EXPENSE . .o v ot i v iire e iaaaeans 991 1,857 2,109 299
NEtICOTAE « o v vt v eten i e eaa i ieennneens 2,349 3,924 3,877 926
Earnings per share

BasiC. . ittt e $ 016 $ 025 § 026 $ 008

Diluted. ..o o e e $ 015 $ 025 § 026 3 008

61




The results for the first through third quarters of the current ﬁscal year as reported on the Company’s
Form 10-Q have been adjusted by the following amounts:

For the quarter ended

03/31/07 12/31/06 09/30/06

(Dollers in thousands, except per share data)
Total interestincome(a)..................cooiat. $(115.0). 3 (87.0) $(109.0)

Total interest expense(a) ........coovvivrnviinrnnan. 347.0 386.0 273.0
‘Netinterest income...................... e (462.0) (473.0) (382.0)

Provision for loan losses......... PO PRPPRRON — — —

Total non-interest income(b). ......... AU S C180 1310 32.0
Total non-interest €Xpense(C) .. .................... (286.0) 143.0 " (241.0)
Income tax expense(d) ............ ... ... .l (54.0) (169.0) ©(352.0)
Net income ........ e (104.0) (316.0) {303.0)

Earnings per share: ’

Basic.............. e e $ (0.01) $ (0.01) $ (0.02)
CDiluted. ... $ (001) | § (0.02) $ (0.02)

(a) Adjustments relate to items identified in various reconciliations for which reconciling uems were not
investigated in a timely manner.

(b) Adjustments relate primarily to the change in the fair market value of various interest rate swaps as
well as proceeds received from a previously impaired bond. .

(c) Adjustments rc]dte primarily to adjustments of stale-dated items identified in reconcnllanons as well
the*accrual for paid time off.

(d) Adjustments relate to the tax effect of the above noted items at a marginal tax rate of 34%.

A balance sheet reclassification of $9.9 million was recorded from retained earnings to additional paid-in
capital to properly reflect the stock dividend issued on February 23, 2007, revising the previously reported
amounts.
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Item8. Financial Statements and Supplementary Data
Report of Independent Registered Public Accounting Firm

The Board of Directors and Stockholders : B
Willow Financial Bancorp, Inc.: . ! o .

We have audited the accompanying consolidated stateménts of financial condition of Willow Financial
Bancorp, Inc. and subsidiaty (the Company) as of June 30, 2007 and 2006, and the related consolidated
statements-of income, changes in stockholders’ equity and comprehensive income, and cash flows for each
of the years-n the'three-year period ended June 30, 2007. These consolidated financial stalcments are the
responsibility of the Company’s management. Qur responsibility is to express an opinion on these
consolidated financial statements baséd on our audlts

We conducted our audits in accordance with the standards of the Public Company Accounting
Oversight Board (United States). Those'standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement. An audit
includés examining, on a test basis, evidence supporting the amountsand disclosures in the financial
statements. An audit aléo includes assessing the accounting principles used and significant estimates made
by managcment as well as evaluating the overall financial statement presentation. We believe that our
audlts pr0v1de a reasonable basis for our oplmon

In our opinion, the consolidated finanual statements referred to above present fairly, i in all materlal ‘
respects, the financial position of the Company as of June 30, 2007 and 2006, and the results of their
operations and their cash flows for each of the years in the three-year perlod ended Junc 30 2007, in

conform1ty w1th US. generally accepted accountmg pr1nc1p1es ’

We also have audited, in accordance with the standards of the Public Company Accounting Oversight
Board (Umted States), the Company’s internal control over financial reporting as of June 30, 2007, based..
on criteria established in fnternal Control—Integrated Framework issued by the Committee gf Sponsoring
Organizations of the Treadway Commission (COSO),and our report dated September 28, 2007 expressed
an adverse opinion on the effectiveness of the Company’s internal control over financial reporting. .

I i . f

/s/ KPMG LLP . | .
. Philadelphia, Pennsylvania o .
" September 28, 2007
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Report of Independent Registered Public Accounting Firm

The Board of Directors and Stockholders
Willow Financial Bancorp, Inc.:

We have audited Willow Financial Bancorp, Inc. and subsidiary’s (the Company) internal control over
financial reporting as of June 30, 2007, based on criteria established in Internal Control—Integrated
Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSQ)..
The Company's management is responsible for maintaining effective internal control over financial
reporting and for its assessment of the effectiveness of internal control over financial reporting, included in
the accompanying Management Report on Effectiveness on Internal Control over Financial Reporting. Our
responsibility is to express an opinion on the Company s internal control over financial reporting based on
our audit. .

We conducted our audit in accordance with the standards of the Public Company Accounting
Oversight Board (United States). Those standards require that we plan and perform the audit o obtain
reasonable assurance about whether effective internal control over financial reporting was maintained in
all material respects. Our audit included obtaining an understanding of internal control over financial
reporting, assessing the risk that a material weakness exists, and testing.and evaluating the design and
operating effectiveness of internal control based on the assessed risk, Qur audit also included performing
such other procedures as we considered necessary in the circumstances. We believe that our audxt prowdes
a reasonable basis for our opinion. : :

A company's mternal control over financial reporting is a process desi gned to provide reasonable
assurance regarding the reliability of financial reporting and the preparation of financial statcments for
external purposes in accordance with generally accepted accounting principles. A company's | internal
control over financial reporting includes those policies and procedures that (1) pertain to the maintenance
of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the
assets of the company; (2) provide reasonable assurance that transactions are recorded as necessary to
permit preparation of financial statements in accordance with generally accepted accounting principles,
and that receipts and expenditures of the company aré being made only in accordance with authorizations
of management and directors of the company; and (3) provide reasonable assurance regarding prevention
or timely detection of unauthorized acquisition, use, or disposition of the company § assets that could have
a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk
that controls may become inadequate because of changes in conditions, or that the degree of compliance
with the policies or'procedures may deteriorate.

A material weakness is a deficiency, or a combination of deficiencies, in internal centrol over financial
reporting, such that there is a reasonable possibility that a material misstatement of the company’s annual
or interim financial statements will not be prevented or detected on a timely basis. The following material
weaknesses have been identified and included in management's assessment: (1) inadequate review and
analysis of financial statement account reconciliations primarily related to the support for the manual
posting of certain accounting entries and the clearing of reconciling items in a timely manner and (2)
improper application of accounting resources to effectively evaluate the financial reporting impact of
significant matters including, but not limited to, interest rate swap transactions. We also have audited, in
accordance with the standards of the Public Company Accounting Oversight Board (United States), the
consolidated statements of financial condition as of June 30, 2007 and 2006 and the related consolidated
statements of income, stockholders’ equity and comprehensive income, and cash flows for each of the years
in the three-year period ended June 30, 2007 of the Corpany. These material weaknesses were considered
in determining the nature, timing, and extent of audit tests applied in our audit of the June 30, 2007
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consolidated financial statements, and this report does not affect our report dated September 28, 2007,
which expressed an unqualified opinion on those consolidated financial statements.

In our opinion, because of the effect of the aforementioned material weaknesses on the achievement
of the objectives of the control criteria, the Company has not maintained effective internal control over
financial reporting as of June 30, 2007, based on criteria established in Internal Control—Integrated
Framework issued by COSO.

/s/ KPMG LLP
Philadelphia, Pennsylvania
September 28, 2007
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Willow Financial Bancorp, Inc,

Consolidated Statements of Financial Condition

Assets:
Cash and cash equivalents:

Cash on hand and non-interest-ecarning deposits .. ........coovuiin i iin

Interest-bearing deposits. . ... ... it i i
Total cash and cashequivalents ... ... . it it aen
Investment securities:

Trading ..o e e e

Available for sale (amortized cost of $193,232 and $203,221, respectively).........

Held to maturity (fair value of $86,488 and $102,087, respectively)...............
Federal Home Loan Bank Stock. . .. ..ooii it e eens
Loans (net of allowance for loan losses of $12,210 and $16,737, respectively) ........
Loans held forsale . . ... ..o i i it e et
Accrued interestreceivable. . .. .. .. i e e
Property and equipment, net. .. ..ot e
Bank owned life INSUTAnCe. - . ..o vrr et ittt e
Real estate OwWned ... ... i i e ittt i e et e e
Other intangible assets, NEt. ... v ovv i s
GoodWill | ... e e ety

Liabilities and Stockholders’ Equity:

Interest-bearing deposits . ... ..o\ttt i e e
Non-interest-bearing deposits. .. ... o o e
Securities sold under agreementstorepurchase. ......... ..o o i
Federal Home Loan Bank advances. . .............ooiiiii it i
Advance payments from borrowers fortaxes .. ........ ... . i
Trust preferred securities .......... oo e
Accrued interest payable . . ... u e
Other liabilities. .. ... e e

Stockholders’ equity:
Common stock, $0.01 par value; (40,000,000 authorized; 17,487,770 and 16,584,870
issued at June 30, 2007 and 2006, respectively). . ... ... ... i i e
Additional paid-incapital ... ... e e
Retained earnings—substantially restricted ............. ... .. .. .ol
Accumulated other comprehensive foss. .. ... o o o
Obligation of deferred compensationplan ............ oo
Treasury stock at cost, 1,991,427 and 1,823,123 shares at June 30, 2007 and 2006,
TESPEC VIV L . oottt e e e e
Unallocated common stock held by:
Employee Stock Ownership Plan (ESOP). . ... ... .o it
Recognition and Retention Plan Trust (RRP) . ... oot
Total stockholders’ equity .. ... ... o e e
Total liabilities and stockholders’ equity . ...........oo oo

At
June 30, 2007

At
June 30, 2006

{Dollars in thousands,
except share data)

$ 26253 § 32930
32,475 14,289
58,728 37,219
1,176 902
188,339 196,925
88,363 105,561
11,394 16,856

1,036,098 1,063,882
8,075 2,635
6,738 6,647
11,307 10,064
11,930 11,483

— 51
14,432 12,975
95,100 94,072
18,664 17,788

$1,550,344  $1,577,060

$ 941,805 § 855,526
151,160 162,864
20,000 20,000
190,063 282,717
4,254 4,776
25,525 36,149
2,223 2,205
9,889 9,425

1,345,009 1,373,662

175 166
191,223 178,886
51,932 60,404
(3,180) (3317)

1,277 1,258
(31,493) (28.251)
(2,733) (3,287)
(1,866) (2.461)
205,335 203,398
$1,550344  $1,577,060

See accompanying Notes to Consolidated Financial Statements
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Willow Financial Bancorp;Inc.
Consolidated Statements of Ihcome '

For the year ended June 30,

- 2007 2006 2005
- . -« "{(Dollars in thousands, except per share data)

Interest and dividend income: Co v '

- Loans........... e e e e e aee e e $69,538 $65,472 ‘834,536

. Investment securities and interest-bearing deposits.. .......... 16,735 16,058 15,143

_Totalinterestincome. . ...t 86,273 81,530 . 49,679

Interest expense:

DIEPOSIES . . oottt i e e e 28,698 18,476 . 9,931

- Securities sold under agreemenits to repurchase .............. 1,135 228 ' —
BOITOWINES .. ... e e 11,435 13,534 ., 83818

Total inlerest eXPense . ... ... e ittt i a i 41,268 32,238 18,749

Net INtEIESt ITCOMIE .« o v vt e et e et ettt e e e e aneeeannes 45,005 49292 30,930

Provision for loan 1osses . ... ... ottt 653 3,205 1,232

Net interest income after provision for loan losses ....... A .- 44 352 46,087 t 29,698

Non-interest income: )

" Investment SErvices iNCOME, NEL .. ...\ vv 't e e e et enrenanes 3,321 2634 -
Income from insurance operations. . ............ ... 637 — —
Service charges and fees. ... .. e e e eaaaaaay 5,438 5,000 2,418
Realized gain (loss) on sale of: ) SN

Loansheldforsale.................... .ot 616 . 357 597
Investment securities available forsale .................... 228 @9, "' .73
Realestate ............ ... iiiiiiiiiiiiniiiiiiiinannns 303 17 N
Gain on termination of interest rate corridor................. 804 — —
OHEr INCOME o . 0 sttt ettt et e e et 1,151 558 © 389

Total non-interest iNCOME .. ..ot iir v irrnnenns 12,498 7647 3,477

Non-interest expense: . o
Salaries and employee benefits .. ................... K + 24,265 20,106 13,062
Occupancy and equipment.........c.ooeiiiiiiiiniennenn. 8,059 6,011 . 2,646
Data ProCesSiNg .. vvvvriiee i cieiiiaieeains e 1,504 1,220 960
AVETTSING ...ttt 2,041 1,504 978
Deposit insurance premiums ... ........... .ol e C120 124. 85
Amortization of intangible assets . ... ... e 2,043 1,928 57
Professional fees. . . .ovviuni i e e 2,444 2,303 1,441
Otherexpense. . .......oovi it i 4,583 4,206 . 4,168

Total non-interest EXPeNSe . . .....ovrie it 45,059 37,402 23,397

Income before INCOME tAXeS. ... vttt i it iieeens 11,791 16,332 . 9,778

Income taxexpense ... ... e 3,396 5,256 - 3,052

NetIncome .. ... o i i ce e, . §$ 8395 $11,076 . 36,726

Earnings per share: !
Basic............... et . § 055 $ 079 3 070
Diluted.” " ...t P U e T 054 $ 077 $ 0.67

See accompanying Notes to Consolidated Financial Statements
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Willow Financial Bancorp, Inc.

Consolidated Statements of Changes in Stockholders’ Equity and Comprehensive Income

Balance at June 30,2004 ., ... ..

Netincome., . ... ....c.vuunsn
Other comprehensive income . . ..
Exercise of Stock Optiens . ... . ..
ESGP shares committed to be

released .. ...
ObWligation of deferred

compensationplan. ... .......
Amortization of RRP shares . .. ..
Treasury stock acquired

(155,577 shares atcost) .......
Tax benefit related to employee

stock benefitplans. ... .......
Cash dividends paid—

($0.44 pershare) . .......vnne

Balance at June 30,2005 . .......
Netincome. . ................
Other comprehensive income .. ..
Common stock issued in

acquisition. .. ...... ...
Exercise of Stock Options .. .. ...
Stock based compensation. . ... ..
ESOP shares committed to be

released ..................
Obligation of deferred

compensationplan. .. ........
Amortization of RRP shares . ... .
Treasury stock acquired

(15,132 sharcsatcost) ........
Tax benefit related to .

employee stock benefit plans . . .
Cash dividends paid— .

(8046 pershare) . ...........

Batance at June 30,2006 ... .....
Netincome. .. ...............
Other comprehensive income . ...
Stockdividend ...............
Cash issued in lieu of fractional

Exercise of Stock Options . .. .. ..
Stock based compensation. .. ... .
ESOFP shares committed to be
released ... s
Obligation of deferred
compensationplan, ........ .-
Amortization of RRP shares . .. ..
Treasury stock acquired
{269,200 shares atcost) .. .....
Tax benefit related to employee
. stock benefitplans...........
Cash dividends paid—
{$0.46 pershare} . ...........

Balance at June 30, 2047 ..

Common

©_stock

—

Obligation of
deferred
compensation
plan

Treasury
stock

Common
stock
acquired by
benefil plans Total

(Dollars in thousands, except per share data) -

Accumulated
Additional other
paid in Retained  comprehensive
capital earnings income (toss
sags sES6 S48
— 6,726 —
—_ — 1,110
284 — -
566 — —
g — —
312 — -—_
- (4,196) —
$ 86,086 $56,046 ${1,353)
— 11,076 —
— - (1,964)
90,966 — —
1,274 - —_
306 - —_
154 -— —
= (6,718
$178,886 $60.404 $(3.3tN
— 8,395 —
—_ — 137
9,929 (9.937) -
—_ {10} —
1,391 — -
756 — -
261 —_ —
— (6,920 —
$191,223 S!SJE:) '
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3 525 $(24,92 $(7.90 $103,776
——§ S
- - - 6.726
- - — 1,110
- — — 285
- - 462 1,028
551, - - 551
- - 588 597
- (3,146) — . @148
— — 1 .
- - — (4,196
$1,076 $(2B07H 36835  $107,043
- — - 11,076
- - - (1964
- — — 91,016
- —_ — 1,275
- 2 — 306
- — 462 462
182 — - 182
— — 645 645
- (1 - (179
- - - 254
— — - (6,718)
51,258 S(28251) | $(5.748 . 5203398
- - - 8,395
- - - 137
- - - (10
- - — 1392
- — - 756
— — 329 3
19 - - 19
— — 820 820
- (3.24) - (3.242)
- — - - 261
= = —  _(690
$1,277 S(31493)  S(4,599  §205.335




Willow Financial Bancorp, Inc.
Consolidated Statements of Changes in Stockholders’ Equity ang Comprehensive Income (Continued)

For the year ended June 30,

Lt , 2007 2006 2005
Net unrealized gains (losses) on securities available for sale arising during the peried, netoftax. ............. _$1,051 §5(3424) 51,061
Reclassification adjustments for (gains) losses included in netincome, netoftax ... ..........c0eeuus (148) 630 49
Gain on termination of interest fate coMmidor . ... ..o v et iaaain, e e PR e . (523) — —
Net unrealized (loss) gain oncash flowhedge. .. ....... ... ..., PR (243) 505 —
Other comprehensive income {loss) . .. _................ e 137 (2,289) L110
Netincome............. Y e 8,395 11076 6,726
Complrehcnsivc'inmmc ................................................................... $8,532 $ 8787 $7.836
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See accompanying Notes to Consolidated Financial Statements.
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- » F T ! .
Willow Financial Bancorp, Inc.

. ' - .
Consolidated Statements of Cash Flows
v . . For the year ended June 30,
2007 2006 2005
(Dollars in thousands)
Net cash flows.from operating activities: . '
NELIIOOMIE. .« v v vttt ae e ettt et et et et n e e earrannn e e . ' B39 5 11076 $ 672
Adjustments to reconcile net income to net cash provided by operating activities: A '
[T T 1< P 2,598 1,837 955
Amortization of premium and aceretion of discount, det ... ..o i i 180 347 395
Amortization of intangible asSets . .. ... L. L i e 2043 1,928 57
Provision for I0anm o885, o v vttt it i b ey e e aaa e s 653 3,205 1,232
Gainonsale of loans available forsale ... ... . L i e (616) (370} (397
(Gain) loss on sale of sceuritics available forsaleandtrading. ... ... ... .o oo aa (228) 936 (73)
Gain on sale of interest rate COMMIdOr . . .\ ...ttt i i i i i i s (804) —_ -—
Gainonsaleofrealestate . ... ... .. L e i (303) — —
Increase inloans held forsale. .. ... .. o e i (57.313) (76.020) (108.823)
Proceeds fromsale of loans held forsale. .. ... e 52,489 81,911 108,761
Purchase of trading account securities. . .. ... .. ... . L e (274) (820} (53
Excess tax benefit from stock optionsexercised . . . ... L oL e e (261) (198) —
Amortization of deferred loan fees, discountsand premiums .. ... ... L L Lo (1.266) (1.442) (124)
(Increase} decrease in accrued interest receivable. .. ..o i i e {81) 335 {529
(Increase} decrease in value of bank owned lifeinsurance .. ... oo oo (447) 6,036 —
{Increase) decrease M OthEr a88CLS . . .. .. iuu vttt i it cee et e (2,434) 3225 (1.129)
Increase (decrease) in other liabilities. . ... . o i e 479 (8.455) 3,536
Stock based COMPEnsation . . ... ... i e i e 1,931 1,963 1,625
Encrease (decrease) in accrued interestpayable. . ... Lo i e ey 18 (351) 78
Net cash provided by operating sctivities .. ... ..o it e e e 4,749 25,143 12,237
Cash flows from investing activities:
Capital expendifUres . . ... .. et (5,080) (3,287) (631)
Proceeds from sale of office buildings. ... ... ... .. L e 1.649 11.139 —
Net decrease (Increase) IMIGANS .« oo ooy i e i e e e me e et 26,118 (25.825) (61,029)
Purchase of securitics available fOr SalE. ... . . ...\ oo ittt e et . (62737 (3027 (23472)
Purchase of investment securities held to maturmiy. . ..o iiiin it i i s _ - (107.388)
Procesds from sales and calls of securities available forsale., . ....... ... oo i 72,768 80,132 98,063
Proceeds from maturities, payments and calls of investment securities held to maturity. .. ........ ... .. 17,205 59,159 41,450
Net decrease (increase) in FHLB S10CK. . . ... ..o i i i e 5462 11,544 (2.053)
Proceeds from sale of other real estate owned. . . ... ooy i it v it e e 25712 388 262
Netcashused for acquisition .. ... ... o r e e e {4,433) (35,032) —
Net cash provided by {(used in} investing activities. . . .. .. ... it it e e 53,524 75,191 54,798
Cash flows from financing activities:
Net increase (decrease) indeposits. .. oot va ittt in i et e 74,932 (35519 (437}
Increase in securities sold under agrecments to tepurchase ... .. ... ol i e —_ 26,636 —
Proceeds from FHLB advances . . ... ... . it i i i ia i i 107,400 215,700 109,500
Repayment of FHLB AOVANCES. . 1 o0t v v vt e vv s e act e s ieeeee e ime s eanannnas (200,054 (291,724)  (78.268)
{Decrease) increase in advance paytnents from borrowers for tuxes and insurance . ... . ... .. L. (522) 1,428 {13)
Net proceeds from the issuance of trust prefermed securities. .. ..o n i et s —_ 25,000 —
Repayment of trust preferred securitiss . . ... ... .ottt e {10,000) — -
Cash dividends oncommon stack . .. ... L i o e e (6,920) (6,718) (4,196)
Proceeds from StOCK SSUBNCE . « 44 v v ov vt vt v e e is st e e e m ey —_ —_ 285
Cashinlievof fractional shares . .. . . ... oo {10y — —
Stock OPUONS BXEICISEU . . o ot e e ittt et it ae e 1,392 1,275 _
Excess tax benefit from stock options exercised. . ... oo e e 26t 198 —
Common stock repurchased astreasury stock .. ... il e e (3,242) — 3.146)
Net cash (used in} provided by finAncINg QCtVILEES . . .. ..o\ \ v vutee e et raaaseeenenanenanaeernnn (36,763) _ (83,724) __ 23,725
Net increase (decrease) incash and cash equivalents. . . ... i e e e 21,510 16,610 (18.836)
Cash and cash equivalents:
BN Of YEAT . .t i 37.219 20,609 39,445
BN Of oA, o . ettt e e e e $ 58729 § 37219 0§ 20609
Supplemental disclosures of cash and cash flow information
IEEREST PAI . . . o o oottt et e e b $ 41126 § 32589 § 18671
InCOmIE taXes Puit . o ..ot iieaaa e 416 2,628 2941
Noncash items:
Ne1 unrealized gain (loss) on investment securities available forsale, netofax . ... ... oo oLt 1,051 (3,424) 1.061
Net unrealized (loss) gain oo cash flow hedge, netoftax. . ..., oo oo (766) 505 —
Loans transferred to otherreal estate owned ... oo o i i e e e s —_ — 532

See accompanying Notes'to Consolidited Financial Statements.
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1. Description of Business and Basis of Financial Statement Presentation

Effective at 11:59 p.m., September 21, 2006, Wiflow Grove Bancorp, Inc. and Willow Grove Bank
changed their names to Willow Financial Bancorp, Inc. and Willow Financial Bank, respectively. As
contained herein, references to the Company include both Willow Financial Bancorp, Inc. and Willow
Grove Bancorp, Inc. and references to the Bank include both Willow Financial Bank and Willow Grove
Bank. Coincident with the name change, the Company’s trading symbol on the NASDAQ Select Global
Market was changed from “WGBC” to “WFBC.”

Willow Financial Bancorp, Inc. (the “Company”), is a Pennsylvania corporation and parent holding
company for Willow Financial Bank (the “Bank”). The Bank, which was originally organized in 1909, is a
federally chartered savings bank and wholly owned subsidiary of the Company. The Bank’s business
consists primarily of making commercial business and consumer loans as well as real estate loans, both
commercial and residential, funded primarily by retail and business deposits along with borrowings.

After the close of business on August 31, 2005, the Company completed its acquisition of Chester
Valley Bancorp Inc. (“Chester Valley”™), a registered bank holding company headquartered in
Downingtown, Pennsylvania, with over $654 million in assets. Chester Valley had two wholly owned
subsidiaries, First Financial Bank, a Pennsylvania chartered commercial bank (“Chester Valley”) with
13 fuil-service banking offices, and Willow Investment Services (“WI5”), formerly Philadelphia
Corporation for Investment Services, a registered investment advisor and broker dealer (“PCIS”).
Pursuant to the Agreement and Plan of Merger, dated as of January 20, 2005 (the “Merger Agreement”),
Chester Valley was merged with and into the Company, with the Company as the surviving corporation
(the “Merger™), and Chester Valley was merged with and into Willow Financial Bank with Willow
Financial Bank as the surviving bank (the “Bank Merger”). WIS became a wholly owned subsidiary of the
Company. As a result of the Merger, each outstanding share of Chester Valley common stock, par value
$1.00 per share (the “Chester Valley Common Stock™), was converted into the right to receive, at the
election of the shareholder, either $27.90 in cash or 1.4823 shares of the Company common stock, par
value $0.01 per share (the “Company Common Stock”), subject to the allocation and pro ration provisions
set forth in the Merger Agreement. The acquisition resulted in the Company’s issuance of an aggregate of
4,977,256 shares of Company Common Stock and $51.0 million in cash. The total merger consideration
paid for the Chester Valley Common Stock was $145.3 million. This included capitalized acquisition costs
and the value of Chester Valley vested stock options converted to options of the Company at the average
stock price of the Company on the four days surrounding the announcement of the acquisition. The
Company used general corporate funds to pay the aggregate cash consideration of approximately
$51.0 miliion for the shares of Chester Valley Common Stock acquired in the Merger for cash, as well as
the approximate $3.2 million in acquisition costs.

The Merger has been accounted for using the purchase method of accounting, which requires that our
financial statements include activity of Chester Valley only subsequent to the acquisition date of
August 31, 2005. Accordingly, our, consolidated financial statements and the information herein include
the combined results of the former Chester Valley and its former subsidiaries, Chester Valley and WIS,
since September 1, 2005. '

Effective February 28, 2006, the Bank completed the sale of all outstanding shares of capital stock of
PCIS to Uvest BD-A, Inc., a North Carolina Corporation and registered broker-dealer (“Uvest”) for
consideration of $100 but providing that such shares may be repurchased for $100 at any time after the
closing date of the stock sale. Concurrently with the execution of the sale of PCIS, the parties entered into
a related Sub-Clearing and Brokerage Services Agreement, which provides that an affiliate of Uvest will
provide securities clearing and certain supervisory and compliance services for PCIS, and a Financial
Services Agreement between PCIS and the Bank which provides that the Bank will be entitled to 9% of
the revenue generated by the securities brokerage activities conducted at the PCIS office and will bear
substantially all operational and overhead expenses. Upon consummation of the sale of PCIS stock to
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Uvest, PCIS is no longer a subsidiary of the Company. However, under the provisions of Financial
Accounting Standards Board Interpretation No. 46R, “Consolidation of Variable Interest Entities”, the
results of PCIS, which now conducts business as Willow Investment Services (“WIS”) continue to be
consolidated in the:Company’s financial statements. The affiliation agreement with Uvest has the primary
effect of relieving PCIS of direct responsibility for securities clearing and certain back-office and oversight
obligations. .

On March 30, 2007, the Company completed its acquisition of BeneServ, Inc, (“BeneServ”) for a
purchase price of up to $5.5 million. The purchase price includes a payment of $4.2 million at closing plus
an additional amount up to $1.3 million in payments through the three-year anniversary date of the
acquisition, subject to the achievement of certain performance thresholds. BeneServ is an insurance agency
serving the corporate employee benefit market segment. BeneServ and the Company share a target market
in small businesses located in Chester, Monigomery, Bucks, Delaware, and Philadelphia counties,
Pennsylvania, thereby providing a number of cross selling opportunities for both companies. The Company
has recorded goodwill and other intangibles of $4.5 million on the statement of financial condition at
June 30, 2007 as a result of this acquisition based on the preliminary purchase price allocation.

References to Company include its consolidated entities, Willow Financial Bank, the Bank’s
subsidiaries, and its business segment, WIS, unless the context of the reference indicates otherwise.

The accompanying consolidated financial statements include the accounts of the Company and its
wholly owned subsidiary, Willow Financtal Bank. The accounts of the Bank include its wholly owned °
subsidiaries, Willow Grove Investment Corporation, Willow Grove Insurance Agency, LLC, BeneServ,
D&S Service Corporation, and First Financial Investments. Ail material intercompany balances and
transactions have been eliminated in consolidation. The Company follows accounting and reporting
practices which are in accordance with U.S. generally accepted accounting principles.

Certain amounts in prior years are reclassified for comparability to the current year’s presentation.
Such reclassifications, when applicable, have no effect on net income. The Company reclassified
collateralized customer deposit balances at June 30, 2006 from securities sold under agreements to
repurchase to interest-bearing deposits on the consolidated statements of financial condition.

2. Risks and Uncertainties

In the normal course of its business, the Company encounters two significant types of risk: economic
and regulatory. There are three main components of economic risk: interest rate risk, credit risk and
market risk. The Company is subject to interest rate risk to the degree that its interest-bearing liabilities
mature or re-price at different speeds, or on a different basis, from its interest-earning assets, The
Company’s primary credit risk is the risk of default on the Company’s loan portfolio that results from the
borrower’s inability to make contractually required payments. The Company’s lending activities are
concentrated in Pennsylvania. The largest concentration of the Company’s loan portfolio is located in
southeastern Pennsylvania, The ability of the Company’s borrowers to repay amounts owed is dependent
on several factors, including the econoimic conditions in the borrower’s geographic region and the
borrower’s financial condition. Market risk reflects changes in the value of collateral underlying loans, the
valuation of real estate held by the Company, the valuation of }oans held for sale, securities available for
sale and mortgage servicing assets. The Company is subject to certain Federal banking laws and
regulations as further described herein and in note 18. Compliance with regulations causes the Company to
incur significant costs. In addition, the possibility of future changes to such regulations presents the risk.
that future additional costs will be incurred that may impact the Company.

3. Acquisition of Chester Valley Bancorp

The above noted Chester Valley acquisition cost was approximately $145.3 million, comprised of
$88.5 miilion related to 4,977,256 shares of common stock issued by the Company, $54.2 million in
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cash, consisting of $51.0 million paid to sharcholders of Chester Valley and $3.2 million in capitalized
acquisition costs along with $2.6 million related to the conversion of former stock options of Chester
Valley to options of the Company. As a result of the Merger, the Company recorded an approximate
$108.1 million intangible asset, including a $14.9 million core deposit intangible asset with the remainder
recorded as goodwill. The Company's statement of operations for the twelve months ended June 30, 2006
includes the results of operations of the former Chester Valley Bancorp and subsidiaries only for the
period beginning on September 1, 2005. The fair values used in computing the purchase ac:countmg
adjustments were finalized at June 30, 2006.

The following table summarizes the purchase accounting adjustments resulting from the Merger:

Chester Valley Acquisition Summary
(Doliars in Thousands)

Total acquisition price .............. I P e $145,314
Tangible book value of Chester Valley-............covviiiiiiiiinn, 47,530 .
Adjustments to record assets and liabilities at fair value: . '
Loan discount. . ... f e e e e e (1,181)
FHLB advance discount. ... .....cviieitiiiiiiinniieeiineenens (44)
Certificate of depositpremium. ............ooo i (1,036)
Trust preferred Premitm . .. ..., ... oo e e e e iaeerneens 2m7
Other liabilities ... {7,125)
Market value adjustment on premises and equipment. . .............. (661)
Core deposit intangible .............coiiiiiiinianin.. P 14,883
Resulting goodwill. .. ... oviii i 03,225

The following table summarizes the pro forma operating results of Willow Financial Bancorp, Inc. had
the acquisition of Chester Valley occurred on July 1, 2005,

. Willow Financial Bancorp, Inc.
. Pro-forma Operating Results with Chester Valley Acquisition
For year ended June 30, 2006
(Dollars in thousands, except per share iamounts)-'

Total interest income .. ................ . S $87,506
Total interest expense. . .................... e 34,423
Provision for 1oan losses. ...t e e 3,649
L0 LTt T 1 o T 8,149
Other expense ...... e e P prreerereneens 46,971
“Income before tax ................ e 10,612
Income tax ...... e SRR 3,246
Nt IMCOME . ..ottt ettt e e et a e 7,366
Non-recurring items(a). ........... e 8,426
Adjusted net INCOME(B) . ..o vv it e e e $15,792
Earnings per Share . .
Basic .............. e e $ 0.56
Diluted ...... TP e e $ 054

{a) Reflects losses on secui‘jties sales ($1.8 million), pr.ofessiohal fees ($1.8 million) and stock option
compensation payments to holders of certain Chester Valley options ($4.8 million).

(b) Adjusted for non-recurring items at an effective tax rate of 35%:
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The Company does not believe the pro-forma operating results for the year ended June 30, 2005
would provide meaningful information to the: reader of the financial statements as the change in interest
rates occurring during the fiscal year ended June 30, 2006 resulted in significant changes in the purchase
accounting adjustments resulting from the Merger. Additionally, the Merger was effective on the close of
business on August 31, 2005 and was therefore close to the beginning of the fiscal year ending on
June 30, 2006.

The Company has deemed the acquisition of BeneServ, Inc. to be immaterial to the consolidated
financial statements.

4, Summary of Significant Accounting Policies
Use of Estimates

In preparing the consolidated financial statements, the Company is required to make estimates and
assumptions that affect the reported amounts of assets and liabilities as of the date of the statement of
financial condition and revenue and expense for the period. Actual results could differ significantly from
those estimates. Material estimates that are particularly susceptible to significant chdnge in the near-term
include the determination of the altowance for loan losses and income taxes. Management believes that the
allowance for loan losses and the balances in income tax accounts are adequate. Various regulatory
agencies, as an integral part of their examination process, periodically review the Bank’s allowance for loan
losses and valuations of real estate owned. Such agencies may require the Bank to recognize additions to
the allowance or adjustments to the valuations based on their judgments about information available to
them at the time of their examination.

Cash and Cash Equivalents

For purposes of the consolidated statements of cash flows, cash and cash equivalents include cash and
interest-bearing deposits with original maturities of three months or less.

‘ -

Loans Held for Sale

Mortgage loans originated and intended for sale in the secondary market are carried at the lower of
cost or market calculated on an aggregate basis, with any unrealized losses reflected in the consolidated
statements of income. Loans transferred from loans held for sale to loans receivable are transferred at the )
lower of cost or market value at the date of transfer. Gains are recognized upon delivery to the purchaser
of said loans.

Investment Securities

The Company divides its securities portfolio into three segments: (a) held to maturity, (b) available
for sale and (c) trading. Securities in the held to maturity category are carried at cost, adjusted for
amortization of premiums and accretion of discounts, using the level yield method, based on the '
Company’s intent ang ability to hold the securities unti! maturity. Marketable securities included in the
available for sale category are carried at fair value, with unrealized gains or losses that are temporary in
nature, net of taxes, reflected a5 an adjustment to equity. Trading securities consist of mutual funds related
to the Company’s deferred compensation plan for certain executive level employees. Changes in the fair
value of trading securities are recorded through earnings. There is a corresponding liability in other
liabilities on the consolidated statements of financial condition. Securities held to maturity and available
for sale are evaluated periodically to determine whether a decline in their fair value is other than
temporary. Management utilizes criteria such as the magnitude and duration of the decline, in addition to
the reasons underlying the decline, to determine whether the loss in vaiue is other than temporary. The
term “other than temporary” is not intended to indicate that the decline is permanent, but indicates that
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the prospects for a near-term recovery of value is not necessarily favorable, or that there is a lack of
evidence to support realizable value equal to or greater than carrying value of the investment. Once a
decline in fair value is determined to be other than temporary, the fair value of the security is reduced and
reflected in the consolidated statements of income.

The fair value of marketable securities is determined from publicly quoted market prices. Securities
available for sale that are not readily marketable, which include Federal Home Loan Bank of Pittsburgh
stock, are carried at cost, which approximates liquidation value. Premiums and discounts on securities are
amortized/accreted using the level yield method. Trading account securities are carried at fair value, with
unrealized gains and losses reflected in the consolidated statements of income. '

At the timé of purchase, the Company makes a determmatlon of whether or not it will hold the
securities to maturity, based upon an evaluation of the probablllty of future events. Those securities that
the Company believes may not be held t9 maturity, due to interest rate risk, liquidity needs, or other
asset/liability decisions, ar€ classified as available for sale. If securities are sold, a gain or loss is determined
by the specific identification method and is reflected in the operating results in the period the sale occurs. )

Allowance for Loan Losses

The allowance for loan losses is maintained at a level that management believes is adequate to cover
known and inherent losses in the loan portfolio that are both probable and reasonable to estimate at each
reporting date. Management establishes the loan loss allowance in accordance with guidance provided by
the Securities and Exchange Commission’s Staff Accounting Bulletin 102 (SAB 102). The determination of
the adequacy of the allowance is based upon an evaluation of the portfollo loss experience, current
economic conditions, volume, growth, composition of the portfoho and other relevant factors. The
Company uses historical loss factors for each loan type and, for loans that we consider higher risk for all
but single-family mortgage loans and guaranteed consumer loans, qualitative factors are also éonsidered.
This component establishes a range for factors such as, but not limited to, delinquency trends, asset
classification trends and current economic conditions. Management then assesses these conditions and
establishes, to the best of its ability, the allowance for loan losses from within the range calculated, based
upon the facts known at that time. The methodology does not imply that any portion of the allowance for
loan loss is restricted, but the allowance for loan loss applies to the entire loan portfolio.

Loans : . . . .

Loans are recor'ded.at cost, net of unearned discounts, deferred fees, and allowances. Discounts or
premiums on purchased loans are amortized using the level yield method over the remaining contractual
life of each loan, adjusted for actual prepayments. Loan origination fees and certain direct origination
costs are deferred and amortized over the contractual tife of the related loans using the level yield method.

Interest receivable on loans is accrued to income as earned. Non-accrual loans are loans on which the
accrual of interest has ceased because the collection of principal or interest payments is determined to be
doubtful by management. It is the policy of the Company to discontinue the accrual of interest and reverse
any accrued interest when principal or interest payments are dclmquenl more than 90 days {unless the loan
principal and interest’ are determined by management to be fully secured and in the process of collection),
or earlier if the ﬁnancn[ condition of the borrower raises significant concern with regard to the ability of
the borrower to service the debt in accordance with the terms of the [oan. Interest income on such loans is
not accrued until the financial condition and payment record of the borrower demonstrates the ability to
service the debt. Subsequent cash receipts are applied either to the outstanding principal or recorded as
interest income, depending on management’s assessment of ultimate collectibility of principal and interest.

Loans are considered past due after one payment has been missed. Loans are charged off when they

-+ reach “loss” status in accordance with the Bank's asset classification policy. There are three classifications
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for problem assets: “substandard,” “doubtful,” and “loss.” Substandard assets have one or more defined
weaknesses and are characterized by the distinct possibility that the Bank will sustain some loss if the
deficienciés are not corrected. Doubtful asscts have weaknesses of substandard assets with the additional
characteristic that the weaknesses make collection or liquidation in full on the basis of current existing
facts, conditions and values, questionable, and there is a high probability of loss. An asset classified as loss
is considered uncollectible and of such little value that continuance as an asset of the institution is not
warranted. | ' ‘

Property and Equipment

Property and equipment are stated at cost, less accumulated depreciation and amortization. The
Company computes depreciation and amortization using the straight-line method over the estimated
useful lives of the assets, which range from three to 40 years. Significant renovations and additions are
capitalized. Leasehold improvements are depreciated over the shorter of the useful lives of the assets or
the related lease term. When assets are retired or otherwise disposed of, the cost and related accumulated
depreciation are removed from the accounts and any resulting gain or loss is refiected in income for the
period. The cost of maintenance and repairs is charged to expense as incurred.

Goodwill and Other Intangibles

Goodwill represents the excess cost over fair value of assets acquired over liabilities as a result of the
Merger and earlier branch acquisitions. Included in other intangibles are core deposit intangibles, a
measure of the value of checking and savings deposits acquired in 'tlie Merger accounted for under the
purchase method. The core deposit intangible is being amortized to expense over a fourteen-year life using
a method that approximates a level yield method. A customer intangible recorded as a result of the
acquisition of BeneServ is being amortized to expense over a ten-year life using a straight line basis. The
Company follows the provisions of SFAS No, 142, “Goodwill and Other Intangible Assets,” and performs
impairment tests of the intangible assets at least annually and impairment losses are recognized if the
carrying value of the intangible exceeds its fair value. The Company has not recorded any impairment
losses as a result of this analysis in 2007, 2006 or 2005. ' '

0

Income Taxes

Deferred tax assets and liabilities are recognized for future tax consequences attributable 10
differences between the financial statement carrying amounts of existing assets and liabilities and their
respective tax bases, Deferred tax assets and liabilities are measured using enacted tax rates expected to
apply to taxable income in the years in which those temporary differences are expected to be recovered or
settled. The effect on deferred tax assets and liabilities of a change in tax rates is recognized in income in
the period that includes the enactment date. '

1

Earnings Per Share

Earnings per share (“EPS”) consists of two separate components, basic EPS and diluted EPS. Basic
EPS is computed by dividing net income by the weighted average npmbcr of common shares outstanding
for each period presented, see Note 6, Diluted EPS is calculated by dividing net income by the weighted
average number of common shares outstanding plus dilutive common stock equivalents {(“CSEs”}. CSEs
consist of dilutive stock options granted through the Company’s stock option plans and unvested common
stock awards. ' ) ' '
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Stock Based Compensation

On July 1, 2005, the Company adopted Statements of Financial Accounting Standards
(SFAS) No. 123R, “Share-based Payment.” This Statement establishes the standards for accounting for
share-based payment transactions in which an enterprise receives employee services in exchange for equity
instrumenits of the enterprise or liabilities that are based on the fair value of the énterprise’s equity
instruments or that may be settled by the issuance of such equity instruments. SFAS No. 123R requires an
entity to recognize the grant-date fair-value of stock options and other equity-based compensation issued’
to employees in the statement of operations. The revised Statement generally requires that an entity
account for those transactions using the fair-value based method and eliminates an entity’s ability to
account for sharé-based compensation transactions using the intrinsic value method of accounting
provided in Accounting Principles. Board (APB) Opinion No. 25, “Accounting for Stock Issued to
Employees,” which was permitted under Statement No. 123, as originally issued. Prior to July 1, 2005, the
Company did not recognize employee equity-based compensation costs in net income. The adoption of
SFAS No. 123R had the following impact on reported amounts compared with amounts that would have
been reported using the intrinsic value method under previous accounting:

Year ended June 30, 2005
Pro Forma
v As Pro Forma if under

Reported Adjustments  SFAS 123R
{Dollars in thousands,
except per share data)

Income before taxes .............ccvvviirrinranninnn, $9,778 $ (350) $9,428
INCOmE (8XES. ..ot i e 3,052. . (118) 2,934
Net Income’ .. ,.......coovin. ST ve. 36726 . $(232)  $6,494
' Net income available to common stockholders .......... $6,627 $ (232) 36,395
‘Basic eammgs per SRATE. . .. $ 0.70 $(0.02) , " $ 068
Diluted earnings per share..................... PR - $ 067 £(0.02) $ 0.65

Recent Accounting Pranouncements .
FASB Statement No, 159, The Fair Value Option for Financial Assets and Financial Liabilities

In February 2007, the Financial Accounting Standards Board (“FASB”) issued SFAS No. 159, “The
Fair Value Option for Financial Assets and Financial Liabilities” (“SFAS 159”). This Statement permits
entities to choose to measure many financial instruments and certain other items at fair value. SFAS 159
provides entities with the opportunity to reduce volatility in reported earnings caused by measuring related
assets and liabilities differently. SFAS 159 is effective as of the'beginning of an'entity’s first fiscal year that
begins after November 15, 2007, Early adoption is permitted as of the beginning of a fiscal year that begins
on or before November 15, 2007, provided the entity dlso elects to apply the provisions of FASB Statement
No, 157, “Fair - Value Measurements.” The Company is currcmly assessmg the implications of this
Statement on its financial stateménts.

FASB Statement No, 157, Fair Value Measurements

In September 2006, the FASB issued SFAS No. 157, “Fair Value Measurements” (“SFAS 1577).
SFAS 157 establishes a framework for measuring fair value in accordance with U.S. generally accepted
accounting principles, and enhances disclosures about fair value measurements. SFAS 157 applies when
other accounting pronouncements require fair value measurements; it does not require new fair value
measurements. SFAS 157 is effective for financial statements issued for fiscal years beginning after
November 15, 2007, and for interim periods within those years. The Company is currently assessing the
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imptications of this Statement on its financial statements. '

Staff Accounting Bulletin No. 108, Considering the Effects of Prior Year Misstatements When Quantifying
Misstatements in Current Year Financial Statements

In September 2006, the Securities and Exchange Commission (“SEC”) published Staff Accounting
Bulletin No. 108, “Considering the Effects of Prior Year Misstatements When Quantifying Misstatements
in Current Year Financial Statements” (“SAB 1087). SAB 108 expresses the SEC staff’s views regarding
the process of quantifying financial statement misstatements. The SEC staff suggests that registrants
electing not to restate prior periods should reflect the effects of applying the guidance in this interpretation
in the annual financial statements covering the first fiscal year ending after November 15, 2006. This
interpretation did not have a material impact on the Company’s consolidated financial statements.

FASB Interpretation 48, Accounting for Uncertainty in Income Tax Positions

In: July 2006, the FASB issued FASB Interpretation No. 48, “Accounting for Uncertainty in Income
Tax Positions.” This interpretation clarifies the application of FASB Statement No. 109 by establishing a
threshold condition that a tax position must meet for any part of the benefit of that position to be
recognized in the financial statements. In addition to recognition, the interpretation provides guidance on
the measurement, derecognition, classification, and disclosure of tax positions and is effective for fiscal
years beginning after December 15, 2006. The Company has evaluated this interpretation and noted that it
will have rio material impact on results of its future operations and financial condition.

FASB Statement No, 155, Accounting for Certain Hybrid Financial Instruments

In February 2006, the FASB issued SFAS No. 155, Accounting for Certain Hybrid Financial
Instruments. Under this new statement, an entity may re-measure at fair value a hybrid financial instrument
that contains an embedded derivative that otherwise would require bifurcation from the host, if the holder
irrevacably elects to account for the whole instrument on a fair value basis. Subsequent changes in the fair
value of the instrument would be recognized in earnings. This statement is effective for all financial
instruments that the Company acquires or issues after July 1, 2007. The adoption of this statement will not
have a material impact on the Company’s financial position or results of operations.

EITF 06-4, Accounting for Deferred Compensation and Postretirement Benefit Aspects of Endorsement Split-
Dollar Life Insurance Arrangements

In June 2006, the Emerging Issues Task Force reached a consensus that, for endorsement split-dollar
life insurance arrangements, an-employer should recognize the liability for future benefits based on the
substantive agreement with the employee, since the postretirement benefit obligation is not effectively
settled. An entity is permitted to apply the consensus by retrospective application to all prior periods in
accordance with FASB Statement No. 154, including its required disclosures. The consensus is effective for.
fiscal years beginning after December 15, 2007, with early adoption permitted as of the beginning of an
entity’s fiscal vear. The Bank has recorded a liability of $246 thousand within other liabilities on the
consolidated staterments of financia! condition to account for the settlement of the future benefit
obligation. ' :
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5. Stock Compensation Plans

The stockholders of the Company approved a stock option plan in fiscal 2000 (the “1999 Plan”) for
officers, directors and certain employees of the Company and its subsidiaries. Pursuant 1o the terms of the
1999 Plan, the number of common shares reserved for issuance was a total of 536,509, of which 53,544
options were unawarded at June 30, 2007. Included in this amount are 9,405 shares forfeited during the
year ended June 30, 2007. Additionally, the stockholders of the Company approved a stock option plan i in
fiscal 2003 (the “2002 Plan”) for officers, directors and certain employees of the Company and its
subsidiaries. Pursuant to the terms of the 2002 Plan, the number of common shares reserved for issuance
was 673,483 of which 187,985 were available for future grants at June 30, 2007. Included in this amount are
64,268 shares forfeited during the year ended June 30, 2007. Generally, options were granted with an
exercise price equal to fair market value at the date of grant and expire in 10 years from the date of grant.
Generally, stock options granted vest over a five-year period commencing on the first anniversary of the
date of grant. In addition, as part of the Merger, options previously granted under plans of Chester Valley
were converted into options to acquire 383,945 shares of Company common stock. Unrecognized
compensation cost on unvested option awards and weighted average period to be recognized are $292
thousand and 3.3 years, respectively at June 30, 2007. Compensation expense related to option awards was
$208 thousand, $306 thousand, and $350 thousand for the years ended June 30, 2007, 2006 and 2005
respectively.

The following table provides information about oi:)til()ns outstanding for the yeallr ended J uné 30, ;200:7:

Weighted Weighted

Average Average

, Exercise Grant Date

__ Shares Price Fair Value
Options outstanding, beginning of period .. ........ e 1,063,382  $ 9951 - $3.61
Granted . ... ..ot i 70,025 1290 7 261
Forfefted . ... s (73,673) 1189 259
Exercised........oooiii i i e (157,241} 8.84 - 322
Options outstanding, end of period ..................... 902,493 10.39 3.68
Options exercisable end of period. . ..................... © 751,299 992" 39

The Company expects approximateiy 7,500 of unvested options to be forfeited.’

Proceeds, related tax benefits realized from optlons exermsed and intrinsic value of options exercised
were as follows: - -

Year ended June 30,

: 2007 2005 7005
Proceeds of options exercised . ..., iviiiiiiin.., $1,290,643 $1,275,040 $288,171
Related tax benefit recognized . ...................... § 234024 §$ 198851 § —_
Intrinsic value of options exercised.................... -§ 687451 $1, 1-34,995 . $245,762 "

The following table prowdcs 1nformatlon about opnons outstandmg and exermsable optlons at
June 30, 2007: . . - ) '

Optlon.s Exen:isahle

* QOutstanding Options
Number ..o S 902,493 751,299
- Weighted average exercise price............ e .o 80 1039 08 9.92
Aggregate intrinsicvalle .............oviiiiieiiiiiiii . $2,355,507 $2,314,001
Weighted average contractual term ... ..o oeeiiiiiieennnas . 5.1 45
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The weighted average remaining contractual life for options outstanding and weighted average
exercisc price per share for exercisable options at June 30, 2007 were as follows:

Options Quistanding ' ‘Exercisable Options
. Weighted .
Weighted Average Weighted
Average Remaining Average
. ! i Exercise Price  Contractual Life Exercise Price

Exercise Price Shares Per Share (in Years} Shares . Per Share
$350-33500 ... (106,255 5 379 23 106,255 $.379
$§ 750-3950 ...t T221,765 8.20 . 42 221,765 . 8.20
$9.51-814.00 oooeninininiinnn 509817 1215 58 374373 12.05
$14.01 - $16.50 .. PR e " 64,636 14.55 10 48,906 14.24
Total. .. cveeeet e 902,493  $10.39 5.1 751,299 9.92

The Company-granted 70,025, 22,096 and zero stock options during the years ended June 30, 2007,
2006 and 2005, respectively. The weighted average grant date fair value of options granted was $2.61 and
$2.89 for the years ended June 30, 2007 and 2006, respectively. The fair value for stock options granted
during the year ended June 30, 2007 was determined at the date of grant using a Black-Scholes options-
pricing model. The fair value of option awards under the Option Plans is estimated on the date of grant
using the Black-Scholes valuation methodology, which is dependent upon certain assumptions, as
summarized in the following table: : ' '

Year Ended
. June 30
Assumption 2007 2006
Expected average risk-free interestrate ............ooi i 4.63% 4.37%
Expected average lifc (inyears) ... 550  5.51
Expected volatility .. ...oovvner e 25.03% 17.7%
Expected dividend yield .. ... ....coooiiiii 3.72%. 3.371%

ar [

“The expected average risk-frée rate is based on the U.S. Treasury yield curve on the day of grant. The
expecled average life represents the weighted average period of time that options granted are expected to
be outstanding giving consideration to vesting schedules and historical option exercise experience.
Expected volatility is based on historical volatilities of the Company’s common stock. The expected
dividend yield is based on historical information. :

The fair value of options vested was $241,918 and $333,799 for the years ended June 30, 2007 and
2006, respectively.

RRP

Pursuant to the 1999 Recognition and Retention Plan and Trust Agreement (the “1999 RRP”), the
Company acquired 214,603 shares at a cost of $929 thousand. Pursuant to the terms of the agreement, all
214,603 shares have been awarded to directors and management from the 1999 RRP Trust. As of June 30,
2007, 207,503 granted shares were vested pursuant to the terms of the 1999 Plan. In fiscal 2003, the
Company adopted the 2002 Recognition and Retention Plan and Trust Agreement (the #2002 RRP™), and
acquired 269,393 shares at a cost of $3.2 million. Pursuant to the terms of the 2002 RRP, 227,711 shares
have been awarded to directors and management; however 20,160 shares have been forfeited. As of
June 30, 2007, 197,128 g_ranted shares were vested pursuant to the terms of the 2002 RRP. At the
November 9, 2005 Annual Meeting, sharcholders approved the 2005 Recognition and Retention Plan and
Trust Agreement (the “2005 RRP”). Under the 2005 RRP, the Trust can purchase 367,500 shares of |
common stock for future awards of restricted stock to certain officers and directors of the Company.
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Coincident with the approval of the 2005 RRP, the Company terminated its Directors Retirement Plan

and the Directors Incentive Compensation Plan, at which time the directors became fully vested in their
accrued benefit under the Directors Retirement Plan. As of June 30, 2007, 175,511 shares were granted
under the 2005 RRP; however, 12,167 shares were forfeited.

Compensation expense related to the RRP shares was $833 thousand, $701 thousand and $597
thousand for the years ended June 30, 2007, 2006 and 2005, respectively. Unrecognized compensation cost |
on unvested RRP shares and weighted average period to be recognized are $1.8 million and 2.0 years,
respectively. : U T

. Activity in issued but unvested RRP shares under the three plans during the year ended June 30, 2007
was as follows: :

S -
Weighted -

Average -

. ' L S Grant Date

RRP Shares RRP Shares  Fair Value
Unvested awards beginning of period ................ e 150,605 $13.28
(6 Y11+ S " 88,736 1386
Vested ..o e (54774 0 1341
Forfeited .. ... . e {18,047 13.93
Unvested awards periodend ..................., PR, e L 166,520 $13.85

« The aggrega'te intrinsic value of unvested RRP awards under the three plans at June 30, 2007 was :

$2,164,760. ' C : -

. : [

6. Earnings Per Share 7
For the years ended June 30, 2007, 2006 and 2005 earnings per share, basic and diluted, were $0.55

and $0.54, $0.79 and $0.77, and $0.70 and $0.67, respectively.

The following is a reconciliation of the numerators and denominators of the basic and diluted o
earnings per share calculations.

]

"

) _Year Ended June 30,
2007 : 2006 - 2005
Basic’ Diluted Basic Diluted Basic Diluted
: - (Dollars in thousands, except share data)
Netincome. ................ $ 8395 § 8395 § 11,076 $§ 11,076 § &7M6'$ 6726
Dividends on unvested stock : '
awards ... 00l " (56) (56) (76) " (76) 99 (99
Income available to common
stockholders............. $ 8,339 § 8,339 § 11,000 § 11,000 §$ 6,627 $. . 6,627
Weighted average shares : L.
outstanding .............. 15117871 15,117,871 13,921,456 13,921,456 - 9,409,145 - 9,409,145
Effect of dilutive . . : '
securities ................ . . .
Common stock equivalents . . . _— 226,283 — . 338,155 — ' 304,147
Unvested stock awards. .. ..., — 6,705 = 18,014 . — 144,752
Adjusted weighted average ‘ ‘ '
shares used in earnings per o . o
share calculation. | ........ 15,117,871 15,350,859 13,921,456 14,277,625 9,409,145 9,858,044
Earnings pershare .......... $ 055 § 054 3 0.79 § 0.77 § 070 § 0.67
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7. Investment Securities

HTM and AFS investment securities at June 30, 2007 and 2006 consisted of the following:

Held to maturity:
. Mortgage-backed securities:

FNMA .o

Total held tomaturity ... ... ovieiiiiei i enenn,

Available for sale: .

US government agency Securities . ..................
Municipal bonds. . .......coooiiii e

Mortgage-backed securities:

FNMA e e

Corporate debt securities ... .............o oot
Equities ..............c0. e SR
Total available forsale ............ oo iiieniiny
Total SECUMtIES . ...\ v v i ivii e iieeraa e i

Held to maturity:
Mortgage-backed securities:

2., 7

Total held to maturity ... . TP -

Available for sale:

US government agency securities ...................
Municipalbonds. . .......coiiiiii i

Mortgage-backed securities:

FNMA . e [

EqQUities .. ..ovvviii i
Total available forsale .............cooiiiiiiinnnnn
Total SECURILIES . . . oo v v ee v v eiinerrcasissrannnoonranns
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June 30, 2007
Amortized  Unrealized  Unrealized Estimated
cost gains 1 fair value

(Dollars in thousands) :

$16253 § 4§ (414) $ 15843
11,839 (455) « 11,384
60,271 e (1,010) 59,261
88,363 (1,879) 86,488
35,285 — (1,077) 34,208
30,585 55 (635) . 30,005
38,007 5 (1,050) 36,962
35,833 2 (1,028) 34,807
22,080 20 " (331 21,769
19,978 73 {625) 19,426
11,464 69 37D 11,162
193,232 224 (5,117) 188,339
$281,595 $228 ' $(6,996) $274,827

. - June 30, 2006
Amortized  Unrealized  Unrealized Estimated
cost ins losses fair value

(Dollars in thousands)

$18639 $— 8 (779 §$ 17,860
114,567 — (765) 13,802
72,355 — (1,930y ' 70,425
105,561 —_ (3474) 102,087
35,473 — (1,176) 34,297
9,105 90 (68) 9,127
52,181 13 (2,054) 50,140
47,153 6 (1,988) 45,171
4,189 4 (35) 4,158
29,059 — (561) 28,498
14,419 24 (235) 14,208
11,642 69 (385) - 11,326
203,221 206 (6,502) 196,925
$308,782 $206 -$(5,976) $299,012




Proceeds from the sales of securities available for sale for the years ended June 30, 2007, 2006, and
2005 were $47.8 million, $103.3 million, and $51.3 million, respectively. Gross gains of $279 thousand,
$533 thousand, and $415 thousand were realized in fiscal 2007, 2006, and 2005, respectively. There were
gross losses of $51 thousand, $1.5 million, and $342 thousand for fiscal 2007, 2006 and 2005, respectively.
Additionally, there were no recognized losses in fiscal 2007, 2006 or fiscal 2005 resultmg from other than
temporary declines in values of certain equity securities,

As a result of the Company s de-leveraging strategy implemented as a result of the Merger, $34.9
million in held-to-maturity {(HTM) securities were liquidated. This was performed in accordance with the
provisions of SFAS No. 115, which allows for a sale of HTM securities coincident with a merger to allow
the Company to maintain its interest rate sensitivity immediately prior to the merger. The Company
realized a net gain of approximately $181 thousand on the sale of the securities in fiscal year 2006, This
gain is reflected in loss (gain) on sale of securities available for sale and trading on the consolidated
statements of cash flow.

At June 30, 2007, securities with a total carrying value of $23.7 million are held as collateral for the
Company’s reverse repurchase arrangements. Accrued interest receivable on securities amounled to
$1.5 million at June 30, 2007 and 2006.

The amortized cost and estimated fair value of investment securities held to maturity, mveslment
. securjties and available for sale at June 30, 2007, by contractual maturlty are shown below.

After 10 years
After I year Afler 5 years or with
1 year but less than  but less than no stated
. or less § years 10 vears maturity Total
(Dollars in thansands) .
US government agency securities ........ § — § 4446 $ 9,752 $ 20,010 $ 34,208
Mortgage-backed securities . ............ 6,392 81,913 23,742 67,979 180,026
Municipalbonds....................... 1,645 576 3,476 24,308 30,005
Corporatebonds. ............. o ialt — — 1,193 18,233 19,426
Equity securities....................... , — — — 11,162 11,162
Total securities at fairvalue........... $8.037 586,935 $38,163 $141,692  $274,827

Total securities at amortized cost ...... $8,150  $88,778 . $39,626 $145041  $281,595

The Company must maintain ownership of speci'fied amounts of stock as a member of the Federal
Home Loan Bank of Pittsburgh (“FHLB”). The Company’s ownership of FHLB stock was $11.4 million
and $16.9 million as of June 30, 2007 and 2006, respectively.

For mortgage-backed securities, expected maturities will differ from contractual maturities because
borrowers may have the right to prepay the obligation. Of the Company’s $34.2 million of U.S.
Government and Government agency securities at June 30, 2007, none are callable within one year.

As described in note 12, certain investment securities available for sale are maintained to collateralize
advances from the FHLB.

Provided below is a summary of investment securities classified as held to maturity and available-for-
sale which were in an unrealized loss position at June 30, 2007 and 2006. Approximately $3.4 million, or
66.0%, of the unrealized loss at June 30, 2007 was comprised of securities in a continuous toss position for
twelve months or more, which consisted of equity securities as compared to $235 thousand, or 4.1%, at
June 30, 2006. A significant portion of these equity securities represents mutual fund investments backed
primarily by investments in adjustable-rate mortgage-backed securities. The Company does not intend to
dispose of these securities and does not believe that they are permanently impaired. Further, the Company
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believes the deterioration in value is attributable to changes in market conditions as the loss relates to
certain mutua! fund investments and not the credit quality of the issuer.

' June 30, 2007

Under One Year One Year or More
Gross Gross
Estimated Unrealized Estimated Unrealized
Fair Value Losses Fair Value Losses

{Doflars in thousands)
Held to maturity:
| : Mortgage-backed securities

FNMA.......... e $ — & — $15007 § (414)
FHLMC. .. ..o — — 11,384 (455)
CMOS oo . — — 59,261 (1,010
Total held tomaturity ......cooov v evne s, —_— —_ 85,652 (1,879
Available for sale: . f
US government agency securities ........... 18,625 (77N 15,583 (300) ‘
Mortgage-backed securities f
FNMA .ottt ee e 1,077 (8) 35105  (1,042) '
FHLMC. ... iceie i — — 34,053 (1,027)
CMOs ........... e e 7,727 (&) 11,731 (249)
Corporate debt securities.................. 8,257 . (238) 3,036 (386)
Municipal bonds. .. ...... ...t 15,795 {636) — —_
Equity securities. .......coovi i — — 10,511 (371)
' Total available forsale .......... ... ...t 51,481 (1,742) 110,019 (3,375)
|' Total SECUTILES . .o v v it ieneons $51,481 $(1,742) $195,671  $(5254)
o June 30, 2006 -
Under One Year One Year or Maore !
| Gross Gross '
Estimated  Unrenlized  Estimated = Unrealized
Fair Value Losses Fair Valae Losses

] (Dollars in thousands)
Held to maturity:
Mortgage-backed securities

FNMA .o iiiiiiiraea e $ 1780 §$ (779 $ — $ —
FHLMC. ..o 13,802 (765) — —
CMOS ..o 70,425 {1,930) - -
Total held tomaturity .. .....ooeiieneee it 102,087 (3,474) — —
: Available for sale: _
| US government agency securities . ............ 34,297 (1,176) -— —
Mortgage-backed securities ' ’
FNMA...... O R R ‘ 49,317 (2,054) — —
FHLMC. ... 43,962 {1,988) — —
GNMA. e 4,158 ' (35 — —
CMOS e .. 28,480 (561) — —
Corporate debt securities...............¢ feee. 1,916 (235) — —
Municipalbonds. ... ...l i 5,656 (68) — —
Equity securities. .. .......... e 2,320 (130) 8,304 (253)
Total avatlable forsale ................ ... 176,106 (6,247) 8,304 (253)
Total SECUTIHIES . v v v e vert e iarcmencaaarans $278,193  $(9,721)  $8,304 $(255)
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Management does not believe any individual unrealized loss as of June 30, 2007 represents an
other-than-temporary impairment. The temporary impairment is directly reiated to changes in market
interest rates andfor rating downgrades. In general, as interest rates rise, the fair value of fixed-rate
securities will decrease and, as interest rates fall, the fair value of fixed-rate securities will increase. The
severity of the impairment as a percent of the total investment position is nominal and the duration of the
impairment to date is short, The impairments are deemed temporary based on the direct relationship of
the decline in fair value to movements in interest rates, as well as the relatively short duration of the
investments and their high credit quality. In evaluating the securities portfolio for impairment, the
Company has considered analyst reports and sector credit ratings. None of the bonds in the Company’s
securities portfolio are below investment grade. Additionally, the Company has the ability and intent to
hold these securities until such time as the value recovers or the securities mature.

8. Loans '
Loans receivable as of June 30, 2007 and 2006 consisted of the following:

Jume 30, 2007 June 30, 2006
(Dollars in thousands)

Mortgage loans:

Single-family. . ... ... . $ 273247 § 298,509
Multi-family & commercial realestate ..........cooo o0 <+ 316,681 - 326,268
Construction. . ............ e s e 93,180 112,774
Home equity. ......cooonviinnin i e 272,295 259,119
Total mortgage loans ... . ... e e, - 955,403 996,670
Consumer loans......... L . 3517 4,304
Commercial businessloans ..................... e ' 88,274 80,815
Total loans receivable . .......... i eeitraaeaeen e 1,047,594 1,081,789
Allowance forloanlosses......................e DU (12,210 " (16,737)
Deferred loan costs (fees), net. ........... e 714 {1,170)

Loans receivable, net. .. ...ttt it e $1,036,098 $1,063,882 !

Included in loans receivable are loans on non-accrual status in the amounts of $3.9 million,
$15.5 million and $666 thousand at June 30, 2007, 2006 and 2005, respectively. Interest income that would
have been recognized on such non-accrual icans during the years ended June 30, 2007, 2006 and 2005, had
they been current in accordance with their original terms, was $224 thousand, $1.4 million, and
$34 thousand, respectively. There were no loans that were 90 days or more delinquent for which the
Company continued to accrue interest at June 30, 2007.

As of June 30, 2007, 2006 and 2005, the Company had impaired loans with a total recorded investment
of $1.4 million, $12.8 million, and $121 thousand, respectively. Average impaired loans were $7.0 million,
$5.0 million and $414 thousand for the years ended June 30, 2007, 2006 and 2005, respectively. Cash of
$116 thousand, $281 thousand and $77 thousand was collected on these impaired loans during the years
ended June 30, 2007, 2006 and 2005, respectively. Interest income of $0, $196 thousand, and $0 was
recognized on such loans during the years ended June 20, 2007, 2006 and 2005, respectively. As of June 30,
2007, 2006 and 2005, there were no recorded investments in impaired loans for which there was a related
specific allowance for credit losses. -
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The following is a summary of the activity in the allowance for loan losses for the years ended June 30,
2007, 2006 and 2005: )

For the year ended June 30,

. 2007 2006 2005
. (Dollars in thousands)
Balance, beginning of the period. ... ... . 816,737 §$ 6,113 $5,220
Plus: Provisions for loanlosses . .........coeeiiiiiiian, 653 3,205 1,232
Less charge-offs for: - T .
Mortgage foans ... ..o i i (76) (24) (7
S ConSUMET Joans . .. ..our it e © 277 (62) (22)
Commercial real estate 1oans ..ol {1,848) - T
Commercial businessloans ............. e (3,185) 47) _ (316)
Total Charge-offs. ........ooviii i © o (5,3806) (133)  (345)
Plus: Recoveries........ I e 206 615 6
Allowance acquired inthe Merger...............ooouel — 6,937 -
Balance,endoftheperiod...........oocveiin i, $12,210 $16,737 $6,113

9. Goodwill and Other Intangible Assets

The Company recorded goodwili of $1.0 million during 2007 relating to the acquisition of BeneServ
and $93.2 million in 2006 that resulted from the Merger. The remaining goodwill balance, which
approximates $848 thousand at June 30, 2007, relates to a branch acquisition in 1994. The net other
intangible balance of $14.4 million at June 30, 2007 primarily resulted from the Merger.as well as the
customer intangible from the acquisition of BeneServ. The amortization expense of the other intangible
assets for the fiscal year ended June 30, 2007 was $2.0 million. '

The estimated aggregate amortization expense related to other intangibles for each of the five
succeeding calendar years is:

(Dollars in

Year ending thousands)
June 30,2008 ... oiin e $2,063
June 30,2009 ... .oiiin i e 1917 -
June 30,2010 .. oo e .. 1,771
June 30,2011 ....... et s e 1,625
June 30,2012 ..o e e 1,480

' $8,856

10. Property and Equipment, _
Property and equipment by major classification are summarized as follows:

Depreciable life

(Dollars in thousands)

"% 1,129 § 1,129

Land . .ot e

Buildings .. ...ovvvniiii i e 15 to 40 years

Furniture, fixtures and equipment . .............coov... 3 to 7 years
FOtal. o e

Accumulated depreciation. ...l
Property and equipment, net..........ooiiiiiiiienn
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For the year ended
June 30

2007

2006

6,849 5710
10,806 _ 6,649
18,784 13,488
(7477) _(3424)

$11,307 $10,064




Depreciation expense for the years ended June 30,2007, 2006 and 2005 amounted to $2.6 million,
$1.8 million, and $955 thousand, respectively.

In February 2006, the Bank completed a sale-leaseback of eight of its branch offices resulting in
the receipt of approximatety $11.1 million in ¢cash and an excess over book value of approximately $722
thousand. The premium attributed to the former First Financial branches of $194 thousand
reduced oodwill while the balance of such premium of $528 thousand is deferred and amortized asa -
reduction of rent'expense over the term of the leases. '

11. Deposits
Deposit balances by type consisted of the following at June 30, 2007, and 2006:

. . June 30, 2007 . : ' June 30, 2006
. 1 Percent of Percent of
' - Amount total Amount total

. . . . {Dollars in theusands) .
Savings accounts (passbooks, statements,

clubs) .. $ 87565 8.0% §$ 101,119 9.9%
Money market accounts ...........: RN : 403,487 369 - 338,451 332
Certificates of deposit less than $100, 000 239,967 22.0 238,603 235
Certificates of deposit greater or equal to

$100,000........... e 94,705 3.7 63,024 6.2
Interest-bearing checking accounts. . ... .. 116,171 10.6 114,329 11.2
Non-interest-bearing checking accounts ., 151,160 138 162,864 16.0
Total.....cooviii i PP © $1,093,055 100.0% $1,0183%0  100.0%

While certificates of deposit are frequently renewed at maturity rather than paid out, a summary of
certificates of deposit by contractual maturity and rate at June 30, 2007 is as follows:

Vo Amounts maturing in

Over six )
months Over one Over two
! Six months through one year through  years through  Over three
or less year - two years three years years
Interest rates: ’ (Dollars in thousands) '
< 000%t0299% ......... $ 10,405 $ 390 . %2592 § 567 $1,063
3.00%1t0399% ...... e 8,711~ -+ - 3,805, 2,020 . 1,275 985
400%104.99% ......... 97,353 55,253 23,587 16,026 4,486
500%t0599% ......... 51,140 41,575 . 4,976 ~ 2932 1,176
6. 00% andover.......... 204 15 41 303 262
‘Total............. Vi 3167813  $104568 $33,216 $21,103 - $7972

As of June 30, 2007 certificates of deposit contractual maturitiesare:

Year ending ' : (Pollars in !housands)
June 30, 2008 . ... e e $272,382
June 30,2009 . ......... T TR 33,215
June 30,2000 ... ..o Gyerees 21,104
June 30, 2011 ........ S, e e ' 3,246
June 30,2012 ...... e e e 3,177
Thereafter...!.i ............................... 1,548

r $334,672

87




Interest expense on deposits for the years ended-June 30, 2007, 2006 and 2005 consisted of the
following: .

For the iear ended June 30,

g 2007 2006 2005

. . (Dollars in thousands)
Savings accounts. . .............. P L. 815460 $ 6808 § 411
Checking accounts. ............... e aae e 349 1,962 2,687
Certificates Of dEPOSIL. . . . v v tenvvreeraeteianeeeneenes 12,880 9706 6,833
8 C0] 1 R R R $28,698 $18,476 $9,.931

12. Federal Home Loan Bank Advances

Under terms of its collateral agreement with the FHLB, the Company maintains otherwise
unencumberéd qualifying assets (principally qualifying 1-4 family residential mortgage loans and us.
government agency, and mortgage-backed securities) in the amount of at least as much as its advances
from the FHLB. The Company’s FHLB stock is also pledged to secure these advances.

At June 30, 2007, the Company’s FHLB advances have contractual maturities as.follows: ,

Amount Weighted

‘ outstanding average rate
(dollars in thoosands)

Due by: s S :
June 30,2008 .. ..ooviiiiiiiae e e $14,636 35%
June 30,2000 .. e 27,459 39
June 30,2000 .. oo e e 9,032 4.9
June 30,2011 . e e eiieraaees 23,242 53 .
June 30,2012 ...l e 29675 - - 44
B 17 £ i 1= S R R 86,019 4.0

.| A $190,063 42%

At June 30, 2007, $152.5 million of the above advances were callable at the direction of the FHLB
within certain parameters, of which $107.5 million could be calted within one year. Included in the $152.5 |
million are $47.5 million in advances which could only be called if an index reaches a certain strike rate. At
June 30, 2007, these advances were between approximately 2.13 % and 4.25% from the strike rate. '

13. Trust Preferred Securities and Other Borrdwings

Effective with the,acquisition of Chester Valley, the Company assumed the liability for $10.5 million
of Junior Subordinated Debentures to the Chester Valley Statutary Trust, a Pennsylvania Business Trust,
in which the Company owned ail of the common equity as a result of the acquisition of Chester Valley. The
Trust issued $10.0 million of Trust Preferred Securities to investors, which were secured by the Junior
Subordinated Debentures and the guarantee of the Company. These Trust Preferred Securities were -
redeemed by the Company on March 26, 2007 in accordance with the Trust Agreement. ‘

On March 31, 2006, the Company issued $25.8 million of Junior Subordinated Debentures to Willow
Grove Statutory Trust I, a Connecticut Statutory Trust, in which the Company owns all of the common
equity. The Trust then issued $25.0 million of Trust Preferred Securities, which pay interest quarterly at
three-month Libor plus 1.31% to investors, which are secured by the Junior Subordinated Debentures and '
the guarantee of the Company. The Junior Subordinated Debentures are treated as debt of the Company
but qualify as Tier I capital of the Bank to the extent of the amount of the proceeds, which are invested in
the Bank. The Trust Preferred Securities are callable by the Company on or after September 30, 2011. The
Trust Preferred Securities must be redeemed by the Company upon their maturity in the year 2036.
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The Bank utilizes outside borrowings to supplement its-funding needs. At June 30, 2007, the Bank had
$20.0 million cutstanding in repurchase agreements with a weighted average interest rate of 4.50%. The
underlying securities collateralizing these repurchase agreements had a market vatue of $23.7 million at
June 30, 2007.

14. Income Taxes

Income tax e'xpense for the years ended June 30, 2007, 2006 and 2005 consisted of the following:

Cureent Deferred Total
(Dodlars in thousands)

For the year ended June 30,2007 .. ................ Federal §$1,453 .81,926 $3379
. State 17 — 17
. ) Total $1,470 $1,926  $3,396
For the year ended June 30,2006.................. Federal $2,646 $2,586  §$5,232
' State 24 — 24
Total $2,670 $2,586  $5,256
For the year ended June 30,2005 .................. Federal  $3,050 $§ 2 $3,052

State — —_ -
Total $3,050 § 2 $3,052

The expense (benefit) for income taxes differed from that computed at the statutory federal corporate
rate for the years ended June 30, 2007, 2006 and 2005 as follows: '

For the year ended June 30,
2007 2006 2005

Percent of Percent of Percent of
pretax pretax pretax
Amount income Amount income Amount income
(Dollars in thousands)
Atstatutoryrate................... $4,009 34.0% $5,716 35.0% $3,324 34.0%
State tax, net of federal tax benefit. .. 11 - 01 i5 0.1 — —
Low income housing credits. ........ (162) (1.4) (154) (0.9 < (29)  +(0.3)
Tax-exempt interest. ............... (601) (5:1) (269) (1.6) . {280y (29
Meals and entertainment ........... 11 0.1 6 0.0 6 0.1
BOLI...........cc i (152) (L.3) (130) (0.8) (65) (0.7)
Dividends on ESOP shares ......... (93 (0.8) (106) (0.7) .- (108) (1.1}
ESOP compensation expense ....... 138 1.2 174 1.1 196 2.0
Stock based compensation.......... 16 0.1 107 0.7 — -
Change in statutory federal tax rate. ., 73 0.6 (93) (0.6) — —
Other. .o . i 146 13 (am (0.1 8§ - 01

Income tax expense ........ ... L $3396  288% $5256  32.2% $3,052 31.2%
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Significant deferred tax assets and liabilities included in other assets and liabilities of the Company as
of June 30, 2007 and 2006 are as follows:

June 30,
2007 2006
(Dollars in thousands)
Deferred 10an fees . . ..ot ve et $ 8 & 115
RErement PIAT TESETVES « .« .o ovranntesencn e nnecassnieases 488 586
Employee benefits . ... ....oooiiiin i 234 222
Uncollected iNterest .. .. ve it oot i iae i i e e 78 274
Book bad debt Te58TVeS. vt i e i ie e i 4274 6,024
Unrealized loss on available for sale securities. .......... oo viiint, 1,712 1,966
Investment impairment reserves. ... ..oueue s vrnas i 1,360 1,504
Loan discounts...... S I 66 325
Sale/Leaseback. ..o vei e e 159 167
Purchase accounting fair value adjustments ................oovviens 88 292
Fixed asset Write-dOWNS . ... vt iune i ianinenera e — 299
Investment in JOMIEVEOTUIE ... . oiien et 236 188
Net operating 1085 CATTYOVET ... ..oveiiniriininaneiaas e, — 196
Low income housing credit CaImryover. ... ...ovvveeiiirnraiiiin e, 397 —
AMT credit CarTYOVEL ... .o o v en ittt 182 —
(01111 o 1 1= S T R R PR 223 206
Gr0ss deferred LA ASSELS . . . v v vurt s e ear e nenean i 9,581 12,364
Intangible asset AMOrTIZAtION. ... ..o cveveoiiinii s (3,022)  (3,534)
DEPTeciation. ... .oo.intirt e (372) (411)
(81117 S R R PR T (99 (151)
Gross deferred tax Habilities ... . ..o iiiiiiiiiii e (3,493) (4,096)
Nettaxdeferred asset ... oo vt vnacccensoreenanrronenes e $ 6088 $ 8268

The realizability of deferred tax assets is dependent upon a variety of factors, including the generation
of future taxable income, the existence of taxes paid and recoverable, the reversal of deferred tax liabilities
and tax planning strategies. Based upon these and other factors, management believes it is more likely than
not that the Company will realize the benefits of these deferred tax assets.

At June 30, 2007, the Company had $397 thousand in low income housing tax credit carry-forwards.
These carry-forwards expire in June 2017.

“The Small Business Job Protection Act of 1996 (the “1996 Act”) eliminated the use of the reserve
method of accounting for bad debt reserves by savings institutions, effective for taxable years beginning
after 1995. Prior to the 1996 Act, bad debt reserves created prior to January 1, 1988 were subject to
recapture into taxable income if the Bank failed to meet certain thrift asset and definitional tests. New
federa! legislation eliminated these thrift related recapture rules. However, under current law, pre-1988
reserves remain subject to recapture should the Bank make certain non-dividend distributions or ceases to
maintain a bank charter. '

At June 30, 2007, the Bank’s total federal pre-1988 tax bad debt reserve was approximately
$8.9 million, The reserve refiects the cumulative effects of federal tax deductions for which no federal
income tax provisions have been made.
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15, Benefit Plans
401(k) Plan " ’ A

The Bank’s benefit plans cover all eligible employees and permits them to make certain contributions
to their 401(k) accounts in the plan on a pretax basis. Effective January 1, 2006, employees are permitted
to contribute up to 25% of their salary to this plan. The Company matches every dollar contributed up to
4% of salary, plus 509 of the amount of an employees’ salary reductlons in excess of 4% of salary, but not
in excess of 6% of salary. The expense related to the 401(k) portion of this plan was $628 thousand, $255
thousand, and $70 thousand for the years ended June 30, 2007, 2006 and 2005, respectivély.

Employee Stock Ownership Plan

On December 23, 1998, the Company adopted-an Employee Stock'Ownership Plan (“ESOP”), The
ESOP borrowed $1.8 million from 'the Cornpany and used the funds to purchase 429,207 shares (179,270
shares pre-exchange) of the Company’s common stock. The 16an has an interest rate of 7.75% and has an
amortization schedule of 15 years. In April 2002, an additional ESOP lcan was made of $5.1 million to
purchase an additional 538,787 shares of the Company’s common stock issued in its “second step”
reorganization. This'loan has an interest rate of 4.75% and an amortization schedule of 15 years. Shares
purchased are held in a suspense account for allocation among the participants as the loans are repaid.
Effective January 31,"2000, the Company merged the 401(k) Plan and ESOP. Contributions to the ESOP
portion of the 401(k)/ESOP and shares released from the loan collateral will be in an amount proportional
to repayment of the original ESOP [oans. Shares are allocated to participants based on compensation as
described in the 401 (k)/ESOP Plan Documents, in the year of allocation. At June 30, 2007, there were
431,791 ESOP shares allocated to participants, representing a fair valie of $2.8 million, in addition, there
were 32,267 shares committed to be released. The Company recorded compensation expense of
$890 thousand, $9355 thousand and $1.0 million for the ESOP for the years ended June 30, 2007, 2006 and
2005, respectively.

Supplemental Renrement Pi'ans

Effective June 30, 1998, the Company adopted non-qualified supplemental retirement p]ans for the
Company's Board of Directors (the “Directors’ Plan™) and for the Company’s former president (the
“President’s Plan”). The Directors’ Plan provided for fixed annual payments to qualified directors fora -
period of ten years from retirement. Benefits to be paid accrued at the rate of 20% per year on completion
of six full years of service, with full benefit accrual at ten years of service. At the time these plans were
adopted credit was given for past service. The President’s Plan provides for payments for a period of ten
years beginning at retirement based on a percentage of annual compensation not to exceed an established
cap. Full benefits become accrued at age 68 with partial vesting prior thereto. Both plans provide for full
payments in the event of a change in control of the Company. The Directors’ Plan and President’s Plan are
intended to be, and are, unfunded. The accrued liability of the Dlrectors Plan and the President’s Plan
were $779 thousand and $481 thousand and $965 thousand and $710 thousand at June 30, 2007 and 2006,
respectively. ‘.. IR TR

In November 2005, the Company terminated jts Directors Retirement Plan and the Directors
Incentive C‘ompensatlon Plan, at which time the directors became fully vested in their accrued benefit as of
October 31, 2005, under the Directors Retirement Plan. The Company’s former President has retired and,
is fully vested in the _I?resndent s Plan. o . v
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16. Commitments and Contingencies "
At June 30, 2007 and 2006, the Company was committed to fund loans as follows:

' . [T ' . 2007 2006

‘ - ) R . (Dollars in thousands)
Loans with fixed interest rates, .. ../........ e .. $21316 - $ 5923
Loans with variable interest rates...~..... PUPL DI L. 6041 8824
Total commitments to fund loans. .. ........ e AR . $27,357 $14747

Financial Instruments With Off-Balance Sheet Risk .

The Company is a party to financial instruments with off-balance-sheet risk in the normal course of
business to meet the financing needs of its customers. These financial instruments in¢ctude commitments to
extend credit and standby letters of ¢redit. Those instruments involve, to varying degrees, elements of .
credit risk in excess of the amount recognized in the balance sheet. The Company’s exposure to credit loss
in the event of non-performance by the other party to the financial instrument for commitments to extend
credit and standby letters of credit is represented by the contractual notional amount of those instruments.
The Company uses the same credit policics in making commitments and conditional obligations as it does
for-on-balance-sheet instruments (see Note 4 above). At June 30, 2007 and June 30, 2006, respectively, the
Company was committed to the funding of first mortgage loans of $15.3 million and $9.9 million,
respectively, construction loans of $48.7 million and $61.6 million, respectively, commercial real estate
loans of $1.8 million and $5.7 million, respectively, lines of credit of $164.8 million and $146.0 million,
respectively, and standby letters of credit of $16.8 million and $9.0 million, respectively.

Guarantees - S e )
In the normal course of business, the Company sells loans in the secondary market. As is customary in
such sales, the Company provides indemnification to the buyer under certain circumstances. This
indemnification may include the obligation to repurchase Joans by the Company, under certain
circumstances. In most cases repurchases and losses are rare, and no provision is made for losses at the
time of sale. When repurchases and losses are probable and reasonably estimable, a provision is made in

the financial statements for such estimated losses. . | |

" Oh May 12, 2003, the Company entéred into a sales and servicing master agreemént with the Federal’
Home Loan Bank of Pittsburgh (“FHLB”): The agrecmentallows the Company to sell loans to the FHLB
while retaining servicing and providing for a credit enhancement. Under the terms of the agreement, the
Company receives a ten basis point annual fee in exchange for assuming the credit risk on losses in excess
of its contractual obligation up to a maximum of $605 thousand. The Company has sold $16.6 million in
loans under this agreement and had & maximum credit risk exposure of $461 thousand at June 30, 2007,
The fair value of these guarantees was detefmined to be 30 at June 30, 2007. ! '

. ) ' . T ' L o i .

Concentration of Credit Risk

The Company offers residential and construction real estate loans as well as commercial and
corisumer loans. The Compiny’s lending activities are concentrated in Pennsylvania. The largest
concentration of the Company’s loan portfolio-is located in eastern Pennsylvania. The ability of the
Company’s borrowers to repay amounts owed is dependent on severa! factors, including the economic B
conditions in the borrower’s geographic region and the borrower’s financial condition.
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Legal Proceedings o o o

As prewouqu described in the company’s prospectus/]()mt Proxy statemcnt dated April 27, 2005 and |
included in its registration statement on Form S-4 (file No. 333-123622) filed in connectlon with'the
Merger, FFB previously received a subpoena from the Regional Municipal Securities Counsel in the
Philadelphia Office of the Securities and Exchange Commission (the “SEC”). The subpoena arose out of a
non-public SEC investigation titled “Hummelstown General Authority,” which Authority issued non-rated
revenue bonds now in default, underwritten by the firm of a former director of Chester Valley and FFB.
The SEC subpoena requested the production of certain documents.concerning FFB’s involvement with
non-rated municipal securities, includirig those issued to finance the Whitetail Golf Course by the Dauphin
County General Authority and the Hummelstown General Authority, through the former director’s firm,
and related matters. FFB previously produced documents to the SEC and certain cofficers of FFB provided
testimony to the SEC in response to the SEC’s voluntary request for assistance in this matter. On August 3,
2006, the SEC filed a complaint in federal court against the former director, his wife, and the former
director’s firm. The Bank is not named as a defendant in the complaint filed by the SEC.

FFB is a party to three civil actions relating to some of the revenue bonds which are the sibject of the
SEC investigation described above. On August 30, 2005, a wiit of summons was filed by the Boyertown
Area School District (“Boyertown™) in the Court of Common Plecas, Montgomery County, Pennsylvania
commencing a civil action againsy, inter alia, FFB. Boyertown Area School District v, First Financial
Bank et. al., No. 0521799. A complaint was filed on November 9, 2005, asserting the following claims
against FFB: Breach of Trust Indenture and Fiduciary Duties (Count 1), Breach of Fiduciary Duties
{Count 2), Civil Conspiracy {Count 3), and Concerted Action {Count 4}. On September 19, 2005,

Red Lion Area School District {(“Red Lion™) filed a complaint in the Court of Common Pleas,

York County, Pennsylvania, against inter alia, FFB. Red Lion Area School District v. Bradbury et. al.,

No. 2005-SU1656 YO1; No. 20055U2544Y01. This case has been transferred to the Court of Common,Pleas
of Montgomery County, Pennsylvania, and an amended complaint was filed on October 18, 2006. The
amended complaint asserts the followmg claims against,FFB: Declaratory Judgmem {Count 15), Breach of
Trust Indenture {Count 16), Civil Conspiracy (Count 17), Civil Conspiracy—Aliernative Legal Basis.
(Count 18), Breach of Common Law Duties as Trustee (Count 19), Tortious Action in Concert/Aiding and
Abetting Fraud (Count 20), Breach of Trust [ndenture (Count 21), Breach of Fiduciary Duties (Count 22),
Vicarious Llablllty and Respondeat Supcnor (Count 23), Unjust Enrichment (Count 24), and Unjust
Enrichment (Count 25). On March 16, 2006, Perkiomen Valley School District (“Perkiomen™) filed a .
complaint in the Court of Common Pleas, Montgomery County, Pennsylvania, against, inter alia,

FFB Perkiomen Valley School District v. First Financial Bank et.al., No. 0606533, The complaint asserts the
following claims against FFB; Breach of Trust Indenture {Count 1), Breach of Fiduciary Duties {Count 2),
Vicarious Liability and Respondeat Superior (Count 3), Civil Consp:racy {Count 4), and Concert of
Action (Count 5). The actions have been, consolidated for discovery and case management purposes, but
not for trial. The Bank’s answers were prowded on September 6, 2007, with respect to the Red Lion
matter, and September 10, 2007, with respect to the Boyertown and Perkiomen matters, Dlscovery isin its
" initial stages. The Company believes the above noted lawsuits are without merit and intends to vigorously
defend itself in the suits.

On June 16, 2007, Cincinnati Insurance Company (“Cincinnati”) commenced a declaratory judgment
action in federal court against the Bank, Red Lion, Boyertown, and Perkiomen seeking a declaration that
Cinncinnati is not obligated to provide i msurdnce coverage to the Bank in connection with the SEC
subpoena and the litigation brought by Red Lion, Boyertown, and Pcrklomen Cincinnati Insurance
Company v. First Financial Bank et al., (7-02389 (E.D. Pa.). The Bank’s answer was provided on
September 20, 2007. . .

In the normal course of business, the Company is involved in various legal proceedings. Management
of the Company, based on discussions with fegal counsel, believes that such proceedings will'niot have a -
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material adverse effect on the financial condition or operations of the Company. There can be no
assurance that any of the outstanding legal proceedings to which the Company is a party will not be
decided adversely to the Company’s interests and have a material adverse effect on the financial condition
and operations of the Company.

Other Comn_iitm_ent; ’

In connection with the operation of 29 of its banking offices and an operations center, the Company
leases certain office space. The leases are classified as operating leases, with rent expense of $2.9 million,
$2.0 million, and $837 thousand for the years ended June 30, 2007, 2006 and 2005, respectively. Minimum
payments over the remainder of the leases are summarized as follows: '

| L Minimum lease
payments
(Dollars in thousands) -

Year ended: . : .o

June 30,2008 .. .........iiiil N $ 2,791
June 30,2009 ... et 2,644
June 30,2010 ..0. ... ooai et [ 2,282
June 30,2011 ... S N 2,145
June 30,2012 ... P, ‘ 1914
TRETEAMEE. .o\ e e e et e eaae e eeeeeeniaaaaeiaaans 17,394
Total..... e e e ity $29,170

17. Accounting for Derivative Instruments and Hedging

The Company may from time to time utilize derivative instruments such as interest rate swaps,
interest rate collars, interest rate floors, interest rate $waptions or combinations thereof to assist in its
assel/liability management. In accordance with SFAS No. 133, “Accounting for Derivative Instruments,”
the Company documents its hedge relationships, including identification of the hedging instruments and
the hedged items, as well as its risk management objectives and strategies for undertaking the hedge. The
Company also assesses, both at inception and at least quarterly thereafter, whether the derivative
instruments that are uséd in hedging transactions are highly effective in offsetting the changes in either the
fair value or cash flows of the hedged item. For fair value hedges, both the effective and ineffective
portions of the changes in the fair value of the derivative, along with the gain or loss on the hedged item
that is attributable to the hedged risk, are recorded'in the statement of operations within interest income
or interest expense. For cash flow hedges, the effective portion of the change in the fair value of the
derivative is recorded-in accumulated other comprehensive income. When the hedged item impacts the

-statement of operations, the gain or loss included in accumulated other comprehensive income is reported

on the same line in the statement of opérations as the hedged item. In addition, the ineffective portion of
the changes in the fair value of derivatives used as cash flow hedges is reported in the statement of
operations. T '

As part of the Merger, the Company assumed the responsibility for a $20 million notional interest rate
swap whereby the Company paid a variable rate and received a fixed rate. The interest fate swap had been
used to hedge certain Federal Home Loan Bank borrowings of the former Chester Valley. On the date of
the Merger, the interest rate swap and the hedged borrowings were marked to fair value in purchase
accounting. In September 2005, the hedged borrowings were repaid and $10 million notional amount of
the interest rate swap was unwound with the counter-party. After performing the appropriate
documentation of the derivative instrument, the Company designated the remaining $10 million notional
amount interest rate swap as a fair value hedge of certain existing borrowings of Willow Financial Bank.
The swap had the effect of converting a fixed rate borrowing to an adjustable rate borrowing. During the
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quarter ended December 31, 2005, the derivative instrument ceased to be a highly effective hedge;
therefore, the Company discontinued hedge accounting resulting in a pre-tax charge of $47 thousand. The
interest rate swap was unwound in February 2006 without resulting in any additional impact to the
statement of operations. The basis adjustment that was previously recorded on the hedged borrowing that
is recorded in the statement of financtal condition is amortized as an increase in interest expense over the
remaining life of the borrowing using the interest method.

L AaditiOnally, in August 2003, Chester Valley purchased a $30.0 million notional amount 3.50% six
month LIBOR interest rate cap while simultancously selling a $30.0 million notional amount 6.00%% six-
month LIBOR interest rate cap {“Interest Rate Corridor”) which was to expire in August 2008. Chester
Valley paid a net premium, which entitled it to receive the difference between six-month LIBOR from
3.50% up to 6,00% applied to the $30.0 million notional amount. Upon consummation of the Merger, the
Company assumed the Interest Rate Corridor and designated it to hedge certain borrowings of Willow
Financia! Bank, which were variable in nature and indexed to six-month LIBOR. The Interest Rate
Corridor was being used to hedge the cash flows of this borrowing. Prior to October 23, 2606, the Interest
Rate Corridor reduced the negative impact on carnings of the borrowings in a rising interest rate
environment. The fair market value of the Interest Rate Corridor had two components: the intrinsic value
and the time value of the option. The Interest Rate Corridor was marked-to-market quarterly, with
changes in the intrinsic value of the Interest Rate Corridor, net of tax, included as a separate component of
other comprehensive income, and the change in the time valde of the option included directly as interest
expense as required under SFAS 133. In addition, the ineffective portion, if any, would have been-expensed
in the period in which ineffectivencss was determined. +

On October 23, 2006, the Company unwound the Interest Rate Corridor and recognized a gain of
$804 thousand in the statement of operations upon repayment of the $30 million FHLB advance.

At June.30, 2007, the Company had five interest rate swap arrangements used to hedge specific loans
originated by the Bank for which the transactions were economically beneficial to the-Bank in passing
along the interest rate risk to the borrower. The swaps effectively convert the rates from a floating rate
based on LIBOR to a fixed rate throughout the life of the underlying loans. At June 30, 2007, the total
outstanding notional amount on these swaps was $9.3 million. The weighted average floating and fixed
rates on these transactions were 4.6% and 5.3%, respectively at June 30, 2007. The Company lacked
sufficient documentation for these transactions to receive hedge accounting treatment. As such, the Bank
has recorded a net receivable of $196 thousand in-other assets on the statements of financial condition at
June 30, 2007. The change in the fair value of the interest rate swaps is included as a compOncnt of other
income on the consolidated statements of income, : ¥

18. Regulatory Matters - S : .

The Bank is subject to various regulatory capital requirements administered by the federal banking
agencies. Failure to meet minimum capital requirements can initiate certain mandatory, and possibly
additional discretionary actions by regulators that if undertaken, could have a direct material effect on the
Company’s financial statements, Under capital adequacy guidelines.and the regulatory framework for
prompt corrective action, the Bank must meet specific capital guidelines that involve quantitative measures
of the Bank’s assets, liabilities, and certain off-balance sheet items as calculated under accounting
practices. The Bank’s capital amounts and classifications are also subject to qualitative judgments by the
regulators about components, risk weightings, and other factors.

A
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At June 30, 2007, the Bank had regulatory capital, which was well in excess of regulatory limits set by
the Office of Thrift Supervision. The current requirements and the Bank’s actual capital levels are detailed

below:
Required to Be Well

) Capitalized under
Required for Capital Prompt Corrective

Actual Capital Adequacy Purposes Action Provision
. '_Amount Ratio Amount Ratio Amount_ ' _ Ratio
, (Dollars in thousands)

As of June 30, 2007 . |
Tangiblecapital .................. ... $122,710 °  8.5% $21,734 15% $28,979 20% [

(to tangible assets) i
Corecapital...........ocoviviiens 122,710 85% 57,958 40% 72,447 5.0% !

(to adjusted tangible assets) S . |
Tierlcapital ..........cocvieieiionns 122,710 12.7% N/A N/A | 57,769  60% |

(to risk-weighted assets) ) o R . ;
Risk-based capital ................... 134,284 14.0% 77,025 80% = 96,282 10:0%

(to risk-weighted assets)

As of June 30, 2006 . oy
Tangible capital ..................-.. $114,061 7.8% : $22,028 1.5% $29370 2.0%

3

(to tangible assets) : . . : :
Corecapital............oviiieiinnn, 114,061 7.8% 58,711 4.0% 73,426 . 5.0%
(to adjusted tangible assets) _ , _
“Tier Tcapital ... ....00 covieenieoon s 114061 119% ., NA NA 57,165 = 6.0%
(to risk-weighted assets) = '
Risk-based capital .......... L . 125569  13.2%  762200 8.0% 95274 100%

(to risk-weighted assets)

In its letter approving the merger of Willow Financiai Bank and First Financial Bank; the Office of
Thrift Supervision (“OTS™), as one of the conditions for approval, indicated that, for the periods ending -
December 31, 2005, 2006, and 2007, Willow Financial Bank must have tier one core capital ratios at least ‘ |
equal to 6.50%, 6.75%, and 7.25%, respectively, and total risk-based capital equal to 11.97%, 12.02% and |
12.40%, respectively. Willow Financial Bank must also submit to the Office of Thrift Supervision, quarterly
status reports detailing its compliance with the conditions on regulatory capital outlined in'its approval
letter. The Office of Thrift Supervision’s conditions for approval of the Bank Merger also indicated that, -
for the periods ending December 31, 2005, 2006, and 2007, Willow Financial Bancorp must have
consolidated tangible capital ratios at least equal to 5.14%, 5.59% and 6.12%, respectively. The Bank and
the Company currently exceed all of these requirements.

19. Fair Value of Financia! Instruments

The Company’s methods for determining the fair value of its financial instruments as well as
significant assumptions and limitations are set forth below.

Limitations

Estimates of fair value are made at a specific point in time, based upon, where available, relevant
market prices and information about the financial instrument. Such estimates do not include any premium
or discount that could result from offering for sale at one time the Company’s entire holdings of a
particular financial instrument. For a substantial portion of the Company’s financial instruments, no
quoted market price exists. Therefore, estimates of fair value are necessarily based on a number of
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significant assuimptions (many of which involve events outside the control of management). Such
assumptions include assessments of current economic condition, perceived risks associated with these
financial instruments and their counterparties, future exbccted ioss expe'rierlce, and other factors. Given
the uncertaintics surrounding these assumptions, the reported fair values represent estimates only and,
therefore, cannot be compared to the historical accounting model. Use of different assumptions or”
methodologies is likely 10 result in significantty different fair value estimates.

The estimated fair values presented neither include nor give effect to the values associated with'the
Company’s banking or other businesses, ekisting customer relationships, branch banking network,
property, equipment, goodwil), or certain tax implications related 1o the realization of unrealized gains or
losses. The fair value of non-interest-bearing demand deposits, savings and NOW accounts, and money
market deposit accounts is equal to the carrying amount because these deposits have no stated maturity.
This approach to estimating fair value excludes the significant benefit that results from the low-cost,
funding provided by such deposit liabilities, as compared to alternative sources of funding. Asa -,
consequence, this presentation may distort the actual fair value of a banking organization that is a gomg
concern. - ~

The following methods and assumptions were used to estimate the fair value of each major
classification of financial instruments at June 30, 2007 and 2006:

14

Cash and Cash Equwalenls, Accrued Interest Receivable, Deposits with No Stated Maturities, Accmed Interest
Payable, and Certificates of Deposit

These financial instruments have carrying values that approximate fair value. o

Securities Available forA Sale, Trading msn'd Held to Maturity

Current quoted market prices wére used to'determine fair value.

Loans

Fair values were estimated for portfolios of loans with similar financial characteristics. Loans were
segregated by type and each loan category was further segmented by fixed and adjustable-rate interest
terms. The estimated fair value of the segregated portfolios was calculated by discounting cash fiows based
on estimated maturity and prepayment speeds using estimated market discounted rates that reflected
credit and interest risk inherent in the loans. The estimate of the maturities and prepayment speeds was
based on the Company’s historical experience. Cash flows were dlscountcd using marKet rates adjusted for
portfolio differences.

Loans Available for Sale
The fair value of mortgage loans originated and intended for sale in the secondary market is based on
contractual cash flows using current market rates, calculated on an aggregate basis.
|' O Lt .
FHLB Advances. c | -

Fair value was estimated using discounted cash flow analysis based on the Company’s current
incremental borrowing rate for similar types of borrowing arrangements.

Trust Preferred Securities - -

Fair value was determined using discounted cash flow analysis based on changes in the market rates
since date of issuance.
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Commitments to Extend Credit

The majority of the Company’s commitments to extend credit carry current interest rates if converted
to loans. Because commitments to extend credit are generally not assignable by the borrower, they only
have value to the Company and the borrower. The estimated fair value approximates the recorded
deferred fee amounts.

The carrying amounts and estimated fair values of the Company’s financial instruments, inciuding off-
balance sheet financial instruments, at June 30, 2007 and 2006, are as follows: '

June 30, 2007 June 30, 2006
Carrying Fair Carrying Fair
Amount Value Amount Value
(Dollars in thousands) ’
Assets: ' ‘
Cash and cash equivalents .. .......... "§ 58728 § 58,728 § 37219 § 37219
Trading securities ..........c.oooente 1,176 1,176 902 002
Securitics available forsale ........... 188,339 188,339 196,925 196,925
Securities held to maturity............ 88,363 86,488 105,561 102,087
Loans available forsale .............. 8,075 8,075 2,635 2,635
Loans, Mt .. vv v iinriaeanens 1,036,098 1,020,289 1,063,882 1,056,425
Accrued interest receivable . ... ..., 6,738 6,738 6,647 - 6,647
Liabilities:
Deposits with no stated maturities . . . .. 758,383 758,383 683,611 683,611
Certificates of deposit................ 334,672 315,561 301,627 301,627
FHLB Advances...........c.c.covvuns 190,063 183,429 282,717 275,970
Trust preferred securities. ............ 25525 24,537 36,149 36,149
Accrued interest payable ............. 2,223 .2,223 2,205 2,205
Contract Fair Contract Fair
Amount Value Amount Value
Off balance sheet financial instruments: : '
Commitments to extend credit .......... $ 38259 § — % 14747 % —
Standby letters of credit ............. ... $ 16772 § — § 9p12 % —

20. Comprehensive Income (Loss)

The tax effects allocated to each component of other comprehensive income (loss) are as follows:

Year ended June 30, 2007
Before tax - Alter tax
amount Tax Effect Amount
(Dollars in thousands)

Other comprehensive income:

Unrealized holding gains during the period ............. $1,638  $(587) $1,051
Reclassification adjustment for gains included in .
NELANCOME .\ i vevvrrae e cnnnnnsiinaea s erananens (228) 80 (148)
Gain on termination of interest rate corridor............ (804) 281 (523)
Net unrealized loss on cash flow hedge . ............. S, (376) 133 (243)
Total other comprehensive income .........oooveinn. $ 230 $ (93 $ 13 .
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PR C + .. Year ended June 30, 2006 Cor
’ o Before tax After tax ’

amount Tax Effect Amount
' (Dollars in thousands)

Other comprehensive loss:

- Unrealized holding losses during the period. ... .. e . $(5,298) $1,874  §(3.424)
Reclassification.adjustment for losses included in '
NELIMCOMIE ... .ot e as L (340) 630
Net unrealized gain on cash flow hedge.-. ........... .., T e (272 505
Total other comprehensive loss. . ... ... . $(3,551) $1,262  $(2,289)
- Year ended June 3, 2005
‘. L . .. . Before tax . . . ARer tax
amount  Tax Effect Amount

* {Dollars in thousands)

Other comprehensive income: ' ‘ ‘

Unrealized (Josses) gains on securities avallable for sale: ' h
‘Urtirealized holding gains during the period .............. $ 1,749 $ (688) - $°1,061

Reéclassification adjustment for gains included innet -
INCOMME . ...t it e e et e ‘ 3. (28 49
Total other comprehensive income ...........o.oiien..... $1822 L5 (712) § 1,110

7 P ! . '

21. Segment lnformatmn

Under the, defi nition of SFAS No. 131, “Disclosures About Segments of an EntCI‘prISC and Related
Information,” the Company has two operating Gegments at June 30, 2007 and 2006; Willow Financial Bank
and WIS, The Willow Financial Bank segment primarily provides loan and deposit services to commercial ~
and retail customers through its network of 29 branch locations. The WIS segment, which was acquired on
August 31, 2005 in connection with the Mergcr operates a full service investment advisory and securities
brokerage firm. -~ "

Segment mforn"la.tion for the twelve months ended June 30, 2007 and 2006 is as follows: -

. ! h 4 P I

ot v , : Year ended June 30, '
t N 2007 o ' * 2006 T )
) Bank WIS Total Bank v WIS -+ Total
P (Dollars in thousands), ' f
Interest income. ......... ee.. % B6273 0% —° % 86273 % 81,530 § — 3 81,530
Interest EXPENSE L.l 41,268 f— 41,268 T 32238 — 32,238
Net interest mcome .......... - 45,005 — 45,005 49,291 - 49,292
Non-interest income, . ....... .. © 10,189 2,309 12,498 5,558 2,089 7,647
Depreciation EXpEnse. ......... 2,598 — 2,598 1,837 — - 1,837
Income tax expense e 3,262 134 3,396 5,256 Y124 . 15,256
Total net income. . .......:... 8,116 279 . 8,395 10,722 . . 230 11,076
Total assets. . ... e . 1,550,141 203 1,550,344 1,576,246 ;.- 814+, 1,577,060
¥ 1 t
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22. Parent Company Financial Information (Willow Financial Bancorp, Inc.)

Condensed Statements of Financial Condition

At |At
June 30, 2007 June 30, 2006
(Dollars in thousands)
Assets: .
Cash on deposit with subsidiaries . .................c00oeu e $ 1,108 . § 57214
Note receivable from subsidiary ..............o o ant 4,770 5,182
Investment in subsidiaties ... ... ...vr i 218,648 206,076
Investment securities . '
Trading . ....oovvntii i e e e 1,176 902
Available for sale (amortized cost of $789 and $10,967,
respeclively) .. ..o e 827 10,881
Goodwill ...t e e e, 6,526. 6,526
01411 g =1 TP A 3,540 4974
TOTAY @SSELS . .+ v v e v e veee et tene eea e e e et e $236,595 $239,755
Liabilities and stockholders’ equity: .
Subordinated debentures. .. 5. ottt e i $§ 25,744 $ 36,198 !
Other Habilities .. ..ottt e 5,516 159
Total liabilities ... .. ..o i e 31,260 36,357
Total stockholders’ equity ..........cviivriinnneanneains 205,335 203,398, ..
Total liabilities and stockholders’ equity.......... e $236,595 $239,755 , -
Condensed Statements of Income
e
R For the !ea;' ended June M- 4,
e 2007 2006 2005
. A ' (Dollars in thousands)™'"
Interest income: - DECHE
Interest and dividendincome . ...t iie i $ 542 % 401 § 182
Total interest and dividend income: 542 401 182
Non-interest income: .
Realized gain (loss) oninvestments. .. .........ovvnnnnnnns 49 51 (57
[ 183T=) o) ¢ To7s ) 1112 U 2 48 —
Total non-iNterest INCOMIE . .. ... uireiunrrrecremaaisrionnns 51 99 (57)
Total INCOME. ... vv vttt aaan e iier e eaennns 593 500 125
Expense: .
Professional fees .....oooiriin i 14 281 452
Stationeryand printing. . .............. i — 27 28
Consulting ServiCes .. ...t ore it i i — 38 744 -
Interest expense on subordinated debentures .............. 2,434 1,109 —
Investorrelations. ..........c.ooviii i iv i iiinae,s 14 70 134
OHET EXPEISE . v\t ve v eanes it et v ainanaaanreaeans 350 269 208
TOtAl EXPENSE ..\ ovve et i e et 2,812 1,794 1,566
Lossbefore taxes . ... ...t iii i e (2,219)  (1,294) (1,441)
| Income tax benefit. ... .c.iueirienrinr et (129) — {491
| Loss before equity in income of subsidiary ................... (2,090)  (1,2949)  (950)
| Equity in income of subsidiary. . ........ ...l 10,485 12,370 7,676
: NEEINCOME « + e v v st e e e et e et e e e $ 8395 $11,076 $6,726
|
|
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Condensed Statements of Cash Flows

° __ For the year ended June 30, :
2006 2005

C , . o 2007

Cash flow from of)erating activities:

{Dollars in thousands)

| BTt e s 1T R 8,395 $ 11,076 $ 6,726

Ad]ustmcnts to reconcile net income 1o net cash provlded by
operatmg activities: : '
Equity in undistributed income of subsidiary . ................... B (10;485) (12,370) - (7,676)
Realized (gain) loss on investments .. ... .........c..coiiau, (49) 51y 57
Decrease (increase) in other assets. .. .....oovivinvnenrinan..s. 1,051 208 (1,353)
Purchase of trading account securities. . ......................... (278)" ' ° (579) (53)
Increase (decrease) in other liabilities . .......................... 5,357 (191) (60}
Net cash from (used in) operating activities .. ...................... 3,995 (1,902) (2,359)
Cash flows from investing activities:
Purchase-of securities'available forsale. . ................... ..., —  (10,007) (5,036)
Proceeds from sales and calls of securities available forsale . ....... 10,257 4,737 —
Net repayment of notes receivable .. ......... ..o veviieaeneii, 412 383 13,655
Net cash used for acquisition.. ... — {35,032) —
‘Net cash provided by (used in) investing activities. .................. ' 10,669  (39,919) 8,619
Cash flows from financing activities: : , Vo e e
Capltal contribution to subsidiaries ...........ottr i, I {15,000) —
Dividends received from subsidiary ... oL, —_ 42.030 -
Proceeds from StOCK ISSUANCE. « .« .o v et e s eee st eeaanns 1,392 1,275 285
Proceeds from issuance of subordinated debentures. .............. — 25,000 - —
Repayment of trust preferred securities ....................1.... (10,000) — —
Treasury StoCk pUrchases ... .oovveeeeeintivineieneeaniineeenn (3,242) (179)  (2,595)
Dividendspaid ...... ... i , {6,920)  (6,218) (4,196)
Net cash (used in) provided by ﬁnancmg ACtVItieS ... ..ot eeenn. (18,770) 46,908 (6,506)
Net (decrease)} increase in cash and cash equivalents ,............... (4,106) 5,087 (246)
Cash and cash equivalents at beginning of period .............:..... 5,214 127 373
" Cash and cash equivalents at end ofperiod...................0ill $ 1,108 § 5214 § 127

23. Related Party Transactlons

The Bank routinely enters into transactions with its directors and officers. Such transactions are made
in the ordinary course of business on sibstantially the same terms and conditions, including interest rates
and collateral, a$ those prevailing at the same time for comparable transactions with other customers, and

do not, in the opinion of management, involve more than the normal credit risk or present other

unfavorable features. The aggregate amount of loans to such related parties was $137 thousand and $283
thousand at June 30, 2007 and 2006, respectively, and all such loans were performing in accordance with

their terms at such dates.
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24. Dividend Policy

The Company’s ability to pay dividends is dependent, in part, upon its ability to obtain dividends from
the Bank. The future dividend policy of the Company is subject to the discretion of the Board of Directors
and'will depend upon a number of factors, including future earnings, financial conditions, cash needs, and
general business conditions. Holders of common stock will be entitled to receive dividends as and when
declared by the Board of Directors of the Company out of funds legally available for that purpose. Such
payment, however, will be subject to the regulatory restrictions set forth by the OTS. In addition, OTS
regulations provides that, as a general rule, a financial institution may not make a capital djstributioh if it
would be undercapitalized after making the capital distribution. During fiscal 2007, the Company paid cash
dividends of $6.9 million, or $0.46 per share. ' ' .

Lk

25. Quarterly Financial Data

4 .
- . . . r

! Y - “For the'quarter ended S
’ ' 06/30/07. 0331/07 - 12731j06 - 09/30/06 . , “
(As {As (As .
restated) restated) restated)
. {Dollars in thousands, except per share data) .|
Total interest iNCOME .. .vvvvvvrrreennnnneeennn  $21,712 . $21,247 521,424 $21,890
Total interest eXpense. ......voveee it iinnanany, 10,679 10,390 10,441 . 9,758
Net interest iNCOmE . . ... vcvvvriunernvenrenrennns 11,033 10,857 10,983 12,132
"._ Provision (recovery) forloanloss................. . 753 — v o .(100)
Total non-interest iNCOME ... ..o iirrririiesene- 3,506 2928 .3338 . 2726 .
Total non-interest eXpense. .. .......ooeeveeennans 12,201 11,251 10,847 10,670
INCOME X EXPENSE .+ v v v e annnnirenaninns 178 . 812 . 1,039 1,367,
Net income ... ... e _ 1,317 1,722, 2435 2921
Earnings per share o : . L
Basic....... e b $ 009 § 012 S8 016 § 019, .
DIIUtEd. ;.o etee e $ 009 $§ 011 $,016 $7009
; i ' ' . For the quarter ended
2 : 06/30/06_03/31/06_ - 123105 09/30,05
. . . "+ (Dollars in thousands, except-per share data)
Total interest iNCOME ...\ .ovveveeryenrenaroneen- $22561. $21,792 $21,605 $15572
Total interest eXPENSe . . ... vvvreeeeeroanennnaeees 9,326 8,586 7,971 6355 .
NetInterest INCOME . . ... ivvreriienrrnariinns e 13,235 13,206 13,634 9,217
Provision forloanloss..........cocieiiiiinnnnns 2,485 — 207 513,
Total NON-interest iMCOME ... .vvvvrirerrrneeeans- 2,880 2,078 2326 . 363
Total non-interest EXpense. . .\ .. iwv tve et oenanin 10,290 - , 9,503 . ' 9,767 7,842
INCOME taX EXPERSE . o v v venrarmne e aiinnaaines CotL 991 1,857 2109 . 299
Netincome ......0.0cceunnn. A R SN Tuooov 2,349 3924 - 3877 - 926
Eamings'per.share, - . - -} ‘ Lt e . n. N S
rBasic........ e Neaes e FE U S % 016 $ 025 %5 026. % 0.08

(DAGLE: oo ee et et aaaeaaa. 30015 08 025 5 026 .3 008
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- The results for the first through third quarters of the current fiscal year as reported on the Company’s
Form 10-Q have been adjusted by the following amounts: |, . T

) . o, i For the guarter'ended )
e T - : o Tee e ' TapIer LU T 093006

. - N © _» {Dollars in thousands, , '
except per share data)

Total interest income(a). . ... cv.o..... LS S NN < $(115.0) $ (87.0) $(1090)
Total interest expense(a) ..o oot o il il we 0 3470 386.0 « . 2730, ' .
Netinterestincome...................oivenan.. deveeaiaao o (4620} . (473.0) . (3820)
Provision forloanlosses...........c.ooooiiiiiiiiinnn — — —
Totalnoninterestincome(b).......................;..'....;.‘ 0180 0 1310 . 320 "
Total non-interest expense(c) cpe e g e . ‘,(286 0y 1430 (241.0)
Income tax expense(d) .. ' ..... e Lo, (54.0). . (169.0)  (352.0)
Netincome ................ A R (104 0) (316.0) (303.0)
Eammgspershare S ’ ! ] L
Basic....... e e LI L 8001 8 (G01) S (0.02)
Drluted..‘.'..‘.'.‘...’......J. ' .'.:'f':r':.‘._.... $ (001) $ (O 02) $ 002y

(a) Ad)ustments relate to items identified in varlous reconcrfratnons for Wthb reconctllng 1tems were not
investigated in a timely manner. o

'
(b) Ad;ustments relate prlmarrly to the change m the t'arr markét valué of varrous interest rate swaps as
well as the recogrntron ofa garn on a bond which was prevrously |mpa1red but was no longer 1mpa|red
as a result of a change in crrcumstances '

t .
(Y3 ’

{(c) Ad}uslments relate pnmanly to the write-down of stale dated items. rdenttfted in reconcrhauons as.
,well the accrual for pald time off.. S - P S

(d) Ad]ustmcnts relate to the lax effect of thc above noted items al a margmal ta.x rate of 34%

(e} A balance sheet reclassrﬁcatron of $9 9 mtlhon was recorded durmg the quarter endmg J une 30 2007
from retained earnings to-additional pald in capltal to properly reflect the stock dividend issued on
February 23,2007. « - ¢~ . . “ . e Co !

A balahce sheet reclassrﬁcanon of $? 9 million was recorded from retalned earrings to additional paid-in
capital to properly reﬂect the stock dividend :ssued on February 23 2007 revrsmg the prevrously reported
amounts.

Item 9A." Contmlsandecedures ‘ o e ce

(N0 i v i ' . . o it ' L ‘.

9Aa. Dlsclosure Controls and Procedures -

Management evaluated, with the participation of the Company’s Chief Executive Officer and Chief
Financial Officer, the effectiveness of its disclosure controls and procedures (as definedin ' -
Rules 13a-15(e)-or 15(d)-15(e) under the.Securities Exchange Act of 1934, as am¢nded) as of the end of
the period covered by this report. Based on such evaluation;and the identification of the material o
weaknesses in the Company’s internal control over financial reportlng described below, the Chief
Executive Ofﬁcer and Chief Fmancral Officer have coneluded that the Company s disclosure controls and
procedures were not effective as of J une 30, 2007 to'ensure that information’ requrred to be disclosed by
the Company in 'the reports that it files or submits under the Securities Exchange Act of 1934 is recorded,
processed, summarlzed and reported wnthm the t1me perlods specified in the SEC s rules and regulatrons

In light of, the matenal weaknesses descrrbed below, the Company performed addmonal analyses and
other procedures to ensure that the consolidated financial statements included jn this Form 10-K were
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prepared in accordance with accounting principles generally accépted in the United States (“GAAP"): As
a result of these procedures, the Company concluded that the consolidated financial statements included”
in this Form 10-K present fairly, in all material respects, the Company’s consolidated statements of
financial condition, income, changes in stockholders equity and comprehensive income and cash flows for
the periods presentcd'in conformity with GAAP.

No change in our internal contro! over financial reporting (as defined in Rules 13a-15(f) under the
Exchange Act) occurred during the last fiscal quarter that has materially affected, or is reasonably likely to
. materially.affect, our internal control over financial reporting, S : =
9Ab. Internal Control over Financial Reporting
MANAGEMENT REPORT ON EFFECTIVENESS
~ OF INTERNAL CONTROL OVER FINANCIAL REPORTING

-
|
Management of the Company and the Bank is responsible for establishing and maintaining adequate
internal control over financial reporting as such term is defined in the Exchange Act. Underthe '
supervision and with the participation of management, including our Chief Executive Officer and Chief
Financial Officer, we conducted an evaluation of the effectiveness of our internal control over financial
reporting based on the framework in Internal Control—Integrated Framework issued by the Committee of
Sponsoring Organizations of the Treadway Commission. - : ' '

In connection with the completion of our testing of lhq internal controls and a review of our financial
statements for the year ended June 30, 2007, two deficiencies in internal control over financial reporting
were identified that represent material weaknesses in our internal control over finaricial reporting as of
June 30, 2007. These deficiencies are (1) inadequate review and analysis of financial statement account
reconciliations related to the support for the manual posting of accounting entries and the clearing of’
reconciling items in a timely manner and (2) improper application of accounting resources ro.effectively
evaluate the financial reporting impact of significant matters including, but not limited to, interest rate. .
swap transactions. These material weaknesses resulted in errors that wére material to interest income,
interest expense, non-interest income, non-interest expense, additional paid-in capital and retained .
earnings, including the related income tax expense effect, in'each of the first three quarters’ financial -
statements for fiscal year 2007, which have been restated, and in the preliminary June 30, 2007 financial
statements, which have been corrected prior to issuance of the financial statements included herein. Based
on our evaluation under the framework in lnternal Control—Integrated Framework issued by the =
Committee of Sponsoring Organizations of the Treadway Commission, management concluded that our
internal control over financial reporting was not effective as of June 30, 2007. Our independent auditor,
KPMG LLP, the independent registered public accounting firm that audited the financial statements . .
included in this report on Form 10-K, has issued a report on of the Company’s internal control over '
financiat reporting. Their report appears in Item 8. . : :

+

Y

e T Tk

9Ac. Remediation Plan | ) ' . -, L e

In response to the material weaknesses noted above, the Company has commenced the following
corrective actions to remediate the material weaknesses on an ongoing basis:* S oo

o The Company has conducted a thorough assessineqt_ of the design of the reconciliation process as it
relates to the posting of manual entries. Effective with the three-month period ending on
September 30, 2007, the Company has revised its recongiliation process to require that all manual
entries contain the appropriate detailed support, and the processing of such entries be approved by
the Chief Accounting Officer and/or Chief Financial Officer. The approval of certain -
reconciliations.in which the errors occurred will require the review and approval of the Chief *
‘Accounting Officér and/or Chief Financial Officer. Additionaily, all reconciliation items’are now -
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" 1 frequired to be cleared within,a 90-day. period. tThe Company believes that these procedures as well
arv /4§ certain other process enhancements: will ensure agcurate and-timely completion of general ledger
reconc:hanons with a-level.of precision to_detect errors.that in the future would be.matgrial to the
Company’s financial statements if not so detected:... . = o yq. -, 0ot M PR, G

- ¢ Management has developed procedures they believe are sufficient to ensure that future interest rate

“swap transactions will have proper docunientation to-provide for hedge accounting treatment under
«' Statement of Financial Accounting StandardsiNo:'133:or will not be. accounted for as hedge +. .
.+ transactions.. ., A ML RIEE] Wi AT e L AL VS PPTIN

3.

The Company s ‘Bdfird of Dlrectors is actlve]y momtonng thi above remedlanon éfforts and may
direct additional measures as deemed appropriate. Wt i T

/s/ DONNA M. 'EﬁUGHEY ' /s/ JOSEPH T. CROWLEY
President and Chiéf Exetutive’ Oﬁ‘ icer”: ' +.Clijef Firiancilil Officer
September 28 2(][]7 v - ~»September 28, 2007
"-.‘.'n s HEFAEREL
: e N "y, e o ) . LRI I L
Item 9B. Other Information TRTI he e
" Not applicable. e S B L T
TR PE . A S T
i PART 11T S R

Item 10 Dlrectors, Executive Ofﬁeers and Corporate Govemance re e cebot

*The mformauon required herein is mcorporated by re reference from the. secnons caphoned ;
“Information’with Respect to Nommees for Dxrector Contmumg Dlrec’tors and Executwe Offlcers and
“Beneficial Ownership of Commoni Stock by Cértain Bénsficial Ownérs and Management— oot
Section.16(a) Beneficial Ownership Reporting Gompliance” in the Company’s Definitive Proxy Statefnent ;
for the 2007'AnnuaLMeet1ng of Stockholders, which-will-be filed with the. SEC (“Definitive Proxy 1
Statement D A G‘,r‘.- f'f') u-b.r'm (O A 2 T I

The Company has adopted a 'code of €thiés” pollcy, Wthh apphes tq its prmCIpaJ executwe offlcer,
principal financial officer, prmcxpal accountmhg officet, as well as its directors 4nd emp]oyees generally. The
Company will provide a copy,of its code of ethlcs to any person, freg of charge, upon request Any requests
for a copy should be made to'olir sharcholdér relauo’ns a{immlstrator, Willow Finaficial Bancorp, Iné, ™

170 South Warner. Road; Suite 300, Wayne, Pennsylvania 1908701 # oo oo rue 0970 0= i,
TR LY [ BV N L ST Y AR RERITE PR UV B L LR I | R
Item 11. Executive Compensation...... ' :. . T L I AT R M, ¢

The information required herein is incorporated by reference‘ from the seetlons‘eapnoned
“Management Compensation,” “Compensation Committee Report and * Compensat:on Committée’

Interlocks and lnsnder Partlclpatton” in the Company s Definitive Proxy Statement UE TP L

el

The Compensatlon Comrmttee ﬁeporl 1ncluded in the Definitive Proxy Statemem should ot 'be’ - "
deemed filed or incorporated by reference into this filing or any other filing by the Company under the'
Exchange Act or Securities Act of 1933 except to the extent the Company specifically incorporates said
reports herein or therein by reference thereto,

IR

Item 12.  Security Ownership of Certain Beneficial Owners and Management and Related Stockholder
Matters

Security Ownership of Certain Beneficial Owners and Management. Information regarding security
ownership of certain beneficial owners and management is incorporated by reference from “Beneficial
Ownership of Common Stock by Certain Beneficial Owners and Management” in the Proxy Statement,
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Equity Compensation Plan Information. 'The following table provides information as of June 30, 2007
with respect to shares of common stock that may be issued under our existing equity compensation plans,
which consist of the 1999 and 2002 Stock Option Plans and 1999, 2002 and 2005 Recognition and
Retention Plans, all of which were approved by our shareholders. -

The table does not include information with respect to shares of common stock subject to outstanding
options granted under equity compensation plans assumed by us in connection with the acquisition of
Chester Valley Bancorp on August 31, 2005, which originally granted these options. Note 2 to the table
sets forth the total number of shares of common stock issuable upon the exercise of assumed options as of
June 30, 2007 and the weighted average exercise price of those options. No additional options may be
granted under those assumned plans. '

Number of securities
' remaining available for
Number of securities to beé Weighted-average future issuance under equity

issued upon exercise of exercise price of compensation plans
outstanding options, outstanding options, {excluding securities
warrants and rights warrants and rights reflected in column (a))
Plan Category (a) (b) (c)
Equity compensation plans to
approved by security holders . .. 1,069,013(1) $10.39(1) . 667,189
Equity compensation plans not
approved by security holders . .. ‘n/a n/a n/a
Total.....coveiiir i 1 069,013 . $10.39 667,189

(1) Includes 166,520 shares subjeét to restricted stock grants which were not vested as of June 30, 2007.
The weighted-average exercise price excludes such restricted stock grants. :

{2) The table does not include information for equity compensation plans assumed by us in connection
with the acquisition of Chester Valley Bancorp which originally established those plans. As of June 30,
2007, a total of 264,863 shares of Common Stock were issuable upon exercise of outstanding options
under those assumed plans and the weighted average exercise price of those outstanding options was
$10.19 per share. No additional options may be granted under any assumed plans.

Item 13. Certain Rela'tionships‘and Refated Transactions, and Director Independence

The information required herein is incorporated by reference from the sections captioned
“Management Compensation—Related-Party Transactions” and “Information with Respect to Nominees
for Director, Continuing Directors and Executive Officers” in the Definitive Proxy Statement.

Item 14. Prilicipal Accounting Fees and Services

The information required herein is incorporated by reference from the section captioned
“Ratification of Appointment of Independent Registered Public Accounting Firm—Audit Fees” in the
Definitive Proxy Statement.
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" = PARTIV. ‘
Item 15. Exhibits and Financial Statement Schedules-: | ,- . -
(a) Documents Filed as Part of this Report )

(1) The following ﬁnanctal statements are mcorporated by reference from Item 8, hereof:

0 Vo 1 ] T AT B ’

Consohdated Statements of Fmanc1a1 Condttlon. e e fr et freeeaaneas
Consolidated Statements of Income. .. ... ... ... it it e
Consolidated Statements of Changes in Stockholders Equity.and Comprehenswe I
INCOME. . -\ eenerreeenns evevraat e e e e
Consolidated Statements of Cash Iflows ....... TR S e,
Notes to Consolidated Financial Statements ..................cooviinvnen.. S .
LT R ' - ! ' A '
2) All schedules for which provisiop is made in the applicable accounting regulatlons of the SEC are
omitted because of the absence of conditions-under which they are required or because the required

information is included in the consolidated financial statements and related notes thereto.
(3) The following exhibits are filed a5 part of this FE)rrri 10-K, and this ist includes the Exhibit Index.

Exhibit Index s v R " J Deiéription -+ ¢ 1
31 Articles of Ineorporatlon as amended,.of Willow Financial Bancorp, Inc.(1)
3.2 Amended and Restated Bylaws of .Wlllow Grove Bancorp, Inc (as amended through
, August 31, 2005)(2) "

4.0 . Form of Stock Certificate-of erlow Grove Bancorp, Inc.(3) '
4.1 Indenture, dated as of March 31, 2006, between Willow -Grove Bancorp, Inc. and

« o U.S. Bank/National Association, as trustee(4) . Coe T t

L4t Amended and Restated Declaration of Trust of Willow Grové Statutory Trust I, dated as

200! March 31, 2006,.among Willow ' Grove Bancarp, Ine.,, as sponsbr, U.S: Bank National -
‘ Association, as institutional trustee, and the administrators fiamed therein(4)

4.3 ‘Gudrantee -Agreement, dated as of March 31, 2006, between-Willow Grove Bancorp, Inc.

and U.S. Bank National Association, as guarantee trustee(4)

10.1 - Employment Agreement, dated July 15, 2005;by and among thlow Grove Bancorp, Inc,,
Willow Grove Bank and Donna.M. Coughey(2) C w

+.10.2. v . - Retirement and Severance Agreement by and among Willow Grove Bancorp, Inc,

Willow Grove Bank and Frederick A. Marcell Jr.(5) -1

10.3 Employment Agreement, dated July 15, 2005, by among Willow Grove Bancorp, Inc., -
Willow Grove Bank and Joseph T. Crowley(2) . - '. :

10.4 Employment Agreement, dated November 25, 2002 between Ftrst Fmancial Bank and
Michael J. Sexton(6)* . . ‘ »

10.5 Form of Employment Agreement entered into between Willow Grove Bank and
Ammon J. Baus(7)*

10.6 Form of Employment Agreement entered into between Wﬂlow Grove Bank and each of
Matthew D. Kelly and Colin N. Maropis(8) :

10.7 . .. Form of Change in Control Severance Agreement between Willow Grove Bank and .

T William Byme(S) L
10.8 Supplemental Retirement Agreement(g)*
+10.9 ... .Non-Employee Directors’ Ret:rement*Plan (as amended 2002) -and amendment No. 1

thereto(10)* .o : Foow oy :

10.10 1999 Stock Option Plan(11)*

10.11 1992 Recognition and Retention Plan and Trust Agreement{11)*
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Exhibit Index Description

10.12 2002 Stock Option Plan(12)*

10.13 2002 Recognition and Retention Plan and Trust Agreement(12)* Co

10.14 Deferred Compensation Plan(13)*

10.15 Chester Valley Bancorp Inc. 1993 Stock Option Plan as amended(14)“

10.16 Chester Valley Bancorp Inc. 1997 Stock Option Plan, as amended(15)*

10.17 Form of First Financial Bank Executive Survivor Income Agreement by and between First
Financial Bank and each of Donna M. Coughey, G. Rlchard Bertolet, Matthew D. Kelly
and Colin N. Maropis(8)

10.18 First Financial Bank Executive Deferred Compensation Plan, as amended and restatcd
effective January 1, 2003, and amendments thereto(16) .

10.19 First Financial Bank 2005 Executive Deferred Compensatlon Plan, and amendments
thereto(16) :

10.20 First Financial Bank Board of Directors Dcferred Compensation Plan, as amended and

+ . restated effective January 1, 2003, and amendments thereto(16)

10.21 - First Financial Bank’'2005 Bodrd.of Directors Deferred Compensation Plan, and
amendments thereto(16) ° ‘

10.22 _ Change in Control Severance Agreement Between Willow Grove Bank and-Allen L. .
Wagner(l?) - '

10.23 Change in Control Severance Agreement, dated January 18, 2006, between
Willow Grove Bank and Neil Kalani(18)

10.24 - Change-in Control Severance Agreement, dated January 18, 2006, between
Willow Grove Bank and Patrick Killeen(18) "

10.25 Willow Grove Bancorp, Inc. 2006 Supplemental Executive Renrement Plan(19)

10.26 2005 Recognition and Retention Plan and Trust Agreement(20) . '

10.27 Agreement between the Company, the Bank and Thomas J. Sukay, dated December 8

S 2006(21) .

10.28 . . 'Memorandum Agreement 'betwccn the Company, the Bank and William M erght ‘dated
December 27, 2006(21) : aat

10.29 - Employment Agreement, dated June 8, 2007, between Wlllow Fmanc1al Bank and -
Thomas J. Saunders(22). . . ' RPN

10.30 . Amended and Restated Employment Agreement, dated June §, 2007 between
Willow Financial Bank and G. Richard Bertolet(22) . .

21.0 -, Subsidiaries of the Registrant—Reference is made to “Item 1. Bu51ness—Sub51d1ar1es for
the required information ! . -

230 Consent of KPMG LLP .

31.1 Section 1350 Certification of the Chief Executive Offlcer o

31.2 * Section-1350 Certification of the Chief Financial Officer Lot

321 Section 906 Certification of the Chief Executive Officer

322 Section 906 Certification of the Chief Financial Officer -

* Management contract or compensatory plan or arrangement requ |red to be filed as an exhlbll to this
Form 10-K pursuant to [tem 15(b) hercof. ; .

1) Incorporated by reference from the Company's Form 8-K, dated as of Septcmber 21, 2006 and filed
with the SEC on September 22, 2006 (SEC File No. 000-49706). ’ :

(2) Incorporated by reference from the Company’s Form 8-K, dated as of August 31 2005 and filed with
the SEC on September 1, 2005 (SEC File No. 000-49706).

N

i : ’ .
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(3) Incorporated by reference from the Company’s Registration Statement on Form §-1 filedon. -
December 14, 2001, as amended, and declared effective on February 11, 2002 (Registration
No. 333-75106). - S

(4) Exhibit not mcludcd pursuant to Item 601(b)(4)(m) -of Regulatmn S-K. The Company wnll prov1de a
copy of such exhibit to the SEC upon request. .

(5) Incorporated by reference from the Company’s Current Report on Form 8-K/A, dated as of
January 20, 2005 and filed with the SEC on January 26, 2005 (SEC File No. 0-49706).

(6) Incorporated by reference from Exhibit 10L to the Annual Report on Form 10-K of Chester .Vallcy' i
Bancorp Inc. for the fiscal year ended june 30, 2003 and filed with the SEC on September 12, 2003
(SEC File No. 0-18833).

(7) Incorporated by reference from the Company’s Form 10-Q for the quarter ended March 31, 2004,
filed with the SEC on May 14, 2004 (SEC File No. 000-49706).

(8) Incorporated by reference from the Company’s Form 10-K for the year ended June 30, 2005, filed
with the SEC on September 19, 2005 (SEC File No. 000-49706)

(9) Incorporated by reference from the registration statement on Form $-1 filed by the Company’s
predecessor, a federal corporation also known as Willow Grove Bancorp, Inc. (the “Mid-Tier”) on
September 18, 1998, as amended, and declared effective on November 12, 1998 (Registration
No. 333-63737).

(10) Incorporated by reference from the Company’s Form 10-Q for the quarter ended September 30, 2002,
filed with the SEC on November 14, 2002 (SEC File No. 000-49706) and the Comparly s Form 8-K,
dated as of October 25, 2005 and filed with the SEC on October 31, 2005 (SEC File No. 000-49706)

(11) Incorporated by reference from the Definitive Proxy Statement on Schedule 14A filed by the Mid-Tier
on June 23, 1999 (SEC File No. (00-25191). .

(12) Incorporated by reference from the Company's Definitive Proxy Statement, on Schedule 14A filed on
October 9, 2002 (SEC File No. 000-49706).

{13) Incorporated by reference from the Company’s Form 10-Q for the quarter ended December 31, 2003,
filed with the SEC on February 12, 2004 (SEC File No. 000-49706).

(14) Incorporated by reference from Chester Valley’s Registration Statement on Form S-4/A (Commission
File No. 333-50077) filed with the Commission on April 28, 1998.

(15) Incorporated by reference from Chester Valley’s Registration Statement on Form S-8 filed with the
Commission on January 19, 2001 (File No, 333-54020).

{(16) Incorporated by reference from the Company’s Form 8-K, dated as of October 25, 2005 and filed with
the SEC on October 31, 2005 (SEC File No. 000-49706).

(17) Incorporated by reference from the Company’s Form 8-K, dated as of January 3, 2006 and filed with
the SEC on Yanuary 11, 2006 (SEC File No. 000-49706).

(18) Incorporated by reference from the Company’s Form 8-K, dated as of January 18, 2006 and filed with
the SEC on January 20, 2006 {SEC File No. 000-49706).

(19) Incorporated by reference from the Company’s Form 8-K, dated as of March 28, 2006 and filed with
the SEC on April 3, 2006 (SEC File No. 000-49706).

(20) Incorporated by reference from the Company’s Definitive Proxy Statement on Schedule 14A ﬁlcd on
October 5, 2005 (SEC File No. 000-49706).
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{21) Incorporated by reference from the Company’s Form 10-Q for the quarter ended December 31, 2006,

filed with.the SEC on February 9, 2007 (SEC File No, 000-49706). N . ¢
(22) Incorporated by reference from the Company’s Form 8-K, dated as of June 8, 2007 and filed with the
SEC on June 13, 2007 (SEC File No. 0600-49706). _— . R ST
(b) Exhibits S L
The exhibits listed under (a)(3) of this Item 15 are ﬁl1ed' herewit'ﬁ. ) .\" A !
(c) Reference is made to (a)(2) of this Item 15. '
» . . ’ - '
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the
Registrant has duly caused this report to be signed on its behalf by the undersigned, thereunto duly -

authorized.

WiLLow FINANCIAL BANCORP, INC,

By: /s/ DONNA M, COUGHEY

Donna M. Coughey

President and Chief Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, as amended, this report has
been signed below by the following persons on behalf of the Registrant and in the capacities and on the

dates indicated.

/s/ DONNA M. COUGHEY

Donna M. Coughey

President, Chief Fxecutive Officer and Director

/sf JOSEPH T. CROWLEY 7

Joseph T. Crowley
Chief Financial Officer

/s/ NEELESH KALANT

Neelesh Kalani
Chief Accounting Officer

/s MADELEINE WING ADLER

Madeleine Wing Adler
Director

/s/ JOHN J. CUNNINGHAM, Il

John J. Cunningham, 111
Director

/s/ GERARD F. GRIESSER

Gerard F. Griesser
Director

Jsf{ CHARLES F, KREMP, 3RD

Charles F. Kremp, 3rd
Director

/s/ WILLIAM W. LANGAN

William W. Langan
Director

111

September 28, 2007

" September 28, 2007

September 28, 2007
; 0,

-September 28, 2007

September 28, 2007

September 28, 2007

September 23, 2007

September 28, 2007




/s/ ROSEMARY C. LORING, ESQ. ' cd September 28, 2007
Rosemary C, Loring, Esq. |
Chair of the Board

/s/ FREDERICK A. MARCELL, JR. September 28, 2007
Frederick A. Marcell Jr.,
Director

/s ROBERT J. MCCORMACK -~ . September 28, 2007
Robert J. McCormack '
Director

/s! JAMES E. MCERLANE . ‘ _ L . September 28, 2007
James E. McErlane ,. . o . . .
Director N

/s{ A. BRENT (’BRIEN . September 28, 2007
A. Brent O’Brien’ S . .
Director

o - .
y o ) Ya e 1

/s{ SAMUEL H. RAMSEY, 111 Scptember 28, 2007
Samuel H. Ramsey, 111 ’ P
Director :

/s! EMORY S. TODD $ept§:mber 28, 2007
Emory 5. Todd T .
Director . _ . , ;

/s/ WiLLIAM B. WEIHENMAYER : . September 28, 2007
William B. Weihenmayer ' : ) . : .
Director .
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EXHIBIT 23.0
Consent of Independent Registered Public Accounting Firm

The Board of Directors
Willow Financial Bancorp, Inc.:

We consent to the incorporation by reference in the registration statements (Nos. 333-87214,
333-110464 and 333-128185) on Forms $-8 of Willow Financial Bancorp, Inc. and subsidiary (the
Company) of our reports dated September 28, 2007, with respect to the consolidated statements of
financial condition of the Company as of June 30, 2007 and 2006, and the related consolidated statements
of income, changes in stockholders’ equity and comprehensive income, and cash flows for each of the years
in the three-year period ended June 30, 2007 and the effectiveness of internal control over financial
reporting as of June 30, 2007, which reports appear in the June 30, 2007 annual report on Form 10-K of the
Company.

/s KPMG LLP

Philadelphia, Pennsylvania
September 28, 2007
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EXHIBIT 31.1

SEGTION 1350 CERTIFICATION OF THE
CHIEF EXECUTIVE OFFICER

L, Donna M. Coughey, the President and Chief Exccutive Officer of Willow Financial Bancorp, Inc.,
certify that:

.
r t ¥

1. I have reviewed thrs annual report on Form 10- K of Wlllow Fmanmal Bancorp, Inc,;

2. Based on.my knowledge, this report does not contain any untrue statement of a material fact or omit
to state a material fact necessary to make the statements made, in light of 1he, circumstances under
which such statements were made not mrsleadmg ‘with respect to the perlod covered by this report

| 3. Based on my knowledge, the financial statements and other fmanclal information lrrcluded in this
‘ report fairly present in all material respects the financial condition, results of operations and cash

flows of the regtstrant as of, and for, the perlods presented in this report
' {
4., The reglstrant s other certlfymg offlcer(s) and I aré: responsrble for estabhshmg and mamtalnmg
: _drsclqsure,controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(¢)).and
internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f})
for the reglstrant and have:

(a) De51gned such disclosure controls and procedures or caused such drsclosure controls and
procedures to be designed under our supemsron 1o ensure that matertal information relating to
the registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, parncularly during the perlod in whrch thrs report is bemg prepared

(b) Des1gned such internal control over fmancral reportmg, or caused such |nterna] control over
financial reporting to be designed under our supervision, to provnde reasonable assurance

regarding the rehabtltty of financial reporting and the preparation of financial statcments for
external purposes m accordance with generally accepted accountmg prmc:ples,

{c) Evaluated the effectrveness of the registrant’s drsclosure controls an'd procedures and presented
in this report our conclusions about the effectiveness of the disclosure controls and procedures,
as of the end of the perlod covered by th:s report based on such evaluatton and

(d}. Dlsclosed in l’.hlS report-any change in the registrant’s mtemal control over fmancral reportlng
Jthat occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal
quarter in the case of an, annual report) that has materially affected, or is reasonably hkely to
materlally affect, the regrstrant s internal control over fmancral report:ng, and

5. The regrstrant s other certlfymg officer(s).and I have dlsclosed based on our most recent evaluat:on of
internal control over financial reporting, to the registrant’s auditors and the audit comrmttee of the

reglstrant s board of directors (or persons performmg the equ1valent functrons)

v,

(a) All srgnlﬁcant deﬁcrencres and material weaknesses in the desrgn or operation of 1nternal controt
over financial reporting which are reasonably ltkely to adversely affect the registrant’s ability to
record process, summarlze and report fmancral 1nformat|on and

(b) Any fraud, whether or not materlal that mvolves management or other employees who have a
significant role in the registrant’s internal control over financial reporting.
Date: September 28, 2007 Cre /s/ DONNA M. COUGHEY
o . Donna M. Coughey
Chief Executive Officer




1)

3)

4)
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EXHIBIT 31.2

SECTION 1350 CERTIFICATION OF THE
CHIEF FINANCIAL OFFICER

1, Joseph T. Crowley, the Chief Financial Officer of Willow Financial Bancorp, Inc. certify that:
I have reviewed this annual report on Forr 10-K of Willow Financial Bancorp, Inc.;

Based on my knowledge, this report-does not contam any untrue statement of a material fact or omit
to state a material fact necessary to make the statements made, in light of the circumstances under
which such statements were made, not misleading with respect to the period covered by this rcport

Based on my knowledge, the financial statements, and other financial information included in this
report, fairly present in all material respects the financial condition, results of operations and cash
flows of the registrant as of, and for, the periods presented in this report;

The registrant’s other certifying officer(s) and I are responsible for cstabhshmg and mamtammg
disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(¢)) and
internal control over financial reporting (2s defined in Exchange Act Rules 132-15(f) and 15d- 15(f)
for the registrant and have:

(a) Designed such disclosure controls and proccdures or caused such disclosure controls and
procedures to be designed under our supervision, to ensure that material information relating to
the registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly'during the period in which this report is being prepared; ~ " -

(b) Designed such internal control over financial reporting, or caused such internal control over
financial reporting to be designed under our supervision, to provide reasonable assurance
regarding the reliability of financial reporting and the préparation of financial statements for
external purposes in accordance with generally accepted accountmg principles; !

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented
in this report our conclusions about the effectiveness of the: disclosure controls and procedures,
as of the end of the period covered by this rcport based on such evaluatlon and '

(d) Disclosed in this report any change in the rcglstrant s internal contml over ﬁnanaal reporting
that occurred during the registrant's most recent fiscal quarter (the registrant’s fourth fiscal
quarter in the case of an annual teport) that has materially affected, or is rcasonably likely to
‘materially affect, the rcglstrant s internal control over financial reportmg, and

The registrant’s other cemfymg officer(s) and I have disclosed, based on our most recent evaluation of
internal control over financial reporting, to the registrant’s auditors and the audit committee of the
registrant’s board of directors (or persons performing the equivalent functions):

(a) All sngmﬁcant deficiencies and material weaknesses in the des1gn or operation internal control
" over financial reporting which are reasonably likely to adversely affect the reglstranl s ability to
record, process, summarize and report fi nancnal ‘information; and

(b) Any fraud, whether or not materlal that mvolves management or other employees who havc a
*  significant role in the reglstrant s internal control over financial reporting.

Date: September 28, 2007 _ /s/ JOSEPH T. CROWLEY

Joseph T. Crowley
Chief Financial Officer




EXHIBIT 32.1

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1356,
AS ADOPTED PURSUANT TO .
* SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

" L Donna M. Coughey; the President and Chief Executive Officer of Willow Financial Bancorp, Inc.

_ (the “Company”) hereby certify that the Company’s Annual Report on Form 10-K for the year ended
June 30, 2006 (the “Report”) fully complies with the requirements of Section 13(a) or 15(d) of the
Securities Exchange Act of 1934 and that as of the date of this statement, the information contained in the
Report fairly presents, in all in material respects, the financial condition and result of operations of the
Company.

The purpose of this statement is to solely to comply with Title 18, Chapter 63, Section 1350 of the
United States Code, as amended by Section 906 of the Sarbanes-Oxley Act of 2002.

Date; Séptember 28, 2007 ' .l o /s/ DONNA M. COUGHEY
Donna M. Coughey
President & Chief Executive Officer

] t

A signed origiﬁal of this written statement required by Section 906 of the Sarbanes-Oxley Act has been provided
to Willow Financial Bancorp, Inc. and will be retained by Willow Financial Bancorp, Inc. and furnished to.the
Securities and Exchange Commission or its staff upon request.

FEvn +




EXHIBIT 32.2

‘CERTIFICATION PURSUANT TO
18 U.S.C.. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906'OF THE SARBANES-OXLEY ACT OF 2002

I, Joseph T. Crowley; theChief Finanéial Gfficer of Willow Financial Bancorp, Inc. (the “Company”)
hereby certify that the Company’s Annual Réport on Form 10-K for the year ended June 30; 2006 (the
“Report”) fully complies with the requirements of Section 13(a) or 15(d) ofthe Securities: Exchéange Act of
1934 and that as of the date of this statement, the information contained in the Report fairly presents, in -
all in'material respects, the financial-condition and resuit of operations of the Company. o

The purpose of this statement is to solely to comply with Title 18, Chapter 63, Section 1350 of the
United States'Code, as: amended by Sectlon D06 of the Sarbanes Oxley Act of 2002 —

LI
v, A B

Date: September 28, 2007 ' /s/JosngT CROWLEY
‘ AR Joseph T. Crowley R
e o Chief Financial Officer

A signed original of this written statement requ:red by Section 906 of the Sarbanes-Oxley Act has been provided
to Willow Financial Bancorp, Inc. and will be retained by Willow Fmanczal‘Bancorp, Inc. and furnished to the
Seéurities and Exchange Commission or its staff upon: request . e T
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Willow Financial
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BANCORP™
ERRATA TO FORM 10-K
October 10, 2007
To the Shareholders of Willow Financial Bancorp, Inc.
Ladies and Gentlemen:
This errata sheet to the Annual Report on Form 10-K of Willow Financial Bancorp, Inc.

(“Willow Financial”) for the fiscal year ended June 30, 2007 ("Form 10-K") is being delivered to
shareholders of Willow Financial to correct the printing errors in the Form 10-K set forth below:

COVER PAGE

The cover page to the Form 10-K contains a typographical error regarding the number of shares
of Willow Financial's common stock outstanding as of September 24, 2007. The sentence
should read as follows:

As of the close of business on September 24, 2007, there were 15,543,943
shares of the Registrant’s Common Stock outstanding.

PAGES 62 AND 103

The table and explanatory notes which appear on both pages 62 and 103 were revised as follows:

The results for the first through third quarters of the corrent fiscal year as reported on the
Cempany’s Form 10-Q have been adjusted by the following amounts:

For the quarter ended
03/31/07 12/31/06 09/30/06
{Dollars in thousands, except per share data)

Total interest income(a) $ (87.0) $ (115.0) § 21.0)
Total interest expense(a} 386.0 347.0 70.0
Net interest income (473.0) (462.0) (91.0)
Provision for loan losses — - —
Total non-interest income(b) 1310 18.0 154.0
Total non-interest expense(c) 143.0 (286.0) 355.0
Income tax expense(d) (169.0) (54.0) (99.0)
Net income (316.0) (104.0) (193.0)
Earnings per share:

Basic $ 0.01) % 0.01) $ (0.02)

Diluted $ 0.02) § 0.01) $ (0.01)

(a) Adjustments relate to items identified in various reconciliations for which reconciling items were not

investigated in a timely manner.
(Footnotes continued on reverse side)



(b) Adjustments relate primarily to the change in the fair market value of various interest rate swaps as well
as proceeds received from a previously impaired bond.

(c) Adjustments relate primarily to stale-dated items identified in reconciliations as well as the accrual for paid
time off.

(d) Adjustments relate to the tax effect of the above noted items at a marginal tax rate of 34%.
A balance sheet reclassification of $9.9 million was recorded from retained earnings to additional paid-in

capital to properly reflect the stock dividend issued on February 23, 2007, revising the previously reported
amounts,

PAGE 69

The table on page 69 contained typographical errors in the 2006 column. The table was revised
as follows:

Willow Financial Bancorp, Inc.
Consolidated Statements of Changes in Stockholders’ Equity and Comprehensive Income (Continued)

For the year ended June 30,

2007 2006 2005

Net unrealized gains (losses) on securities available for sale arising during the period, net

of tax $ 1,051 $(3424) § 1,061
Reclassification adjustments for (gains) losses included in net income, net of tax (148) 630 49
Gain on termination of interest rate corridor (523) - —
Net unrealized (loss) gain on cash flow hedge (243) 830 —
Other comprehensive income (loss) 137 {1,964) 1,110
Net income 8,395 11,076 6,726

Comprehensive income $ 8532 § 9,112 § 7.836
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